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THE SEASON’S GREETINGS 


As these words are writfen, news has just been received that Australia 


is at war with Japan. 


Whatever the future may hold, the immediate results are likely to 
bring home to the people of Australia more directly than ever before 


the full implications of a total war. 


In such circumstances, the traditional wishes for a merry Christmas 
and a happy and prosperous New Year must seem a mockery. It can 
scarcely be a merry Christmas. The year upon which we are entering 
cannot be a happy one. The merry and the happy times will come again, 


but that time is not yet. 


We have no doubt that the latest happenings will intensify the resolve 
of all Australians wholly to play their part in this historic struggle for 


freedom and liberty to live our own lives in our own way, and will 


quicken the war effort in Australia in a remarkable way. 


It seems that the best that we can wish our readers at the moment is 
that they will be strengthened in their resolve to do everything within 
their power to bring the conflict to a speedy and successful conclusion, 
and that they will be comforted by the thought of happier days to come, 
when the world will have been released from the threat of aggression 
which has hung over it like a shadow for the past decade. 


We should like also in our last issue for the year to express our 
grateful thanks to all our contributors and readers for the help and 


encouragement which they have given us during the past year. 











THE AUSTRALIAN ACCOUNTANT 


Modern Auditing Procedure 
By Cuartes L. RicHarpson, CERTIFIED PuBLic ACCOUNTANT 


A Paper presented to the Retail Controllers Association of Los Angeles 

On November 28, 1940, a paper entitled Planning the Yearly Audit and 
Co-operation with the Auditors was presented to the Association by Mr. 
M. H. Myers, of Barker Bros. It occasioned considerable discussion 
but the time available was all too short to allow of a more complete 
expression of opinion, especially by the writer, who was present, and it 
occurred to him that more discussion would be desirable in view of the 
dissatisfaction expressed by some of those present. 

It seemed to be the impression that the auditors expected too much 
in the way of ready-made schedules, without compensating benefit to 
the management. 

In using the word “modern” it is intended to cover in general the 
last fifteen years, in particular the last three years, and it is sought to 
contrast the methods of to-day with those of from 20 to 30 years ago. 


THE DETAILED AUDIT 


The older method of audit and perhaps the only one 30 years ago was 
the detailed examination of original documents and books of original 
entry made periodically throughout the year leading up to the general 
ledger which, on being checked to the end of the year and necessary 
corrections made, was deemed to be correct, permitting of the taking 
off of a trial balance from which the financial statements were checked 
or prepared. In a detailed audit it was never customary to check all 
transactions; for example, I doubt if anyone ever checked the sales of 
a retail store in detail, but many did so with wholesale concerns and 
purchases were always checked in full. It is hardly necessary to add 
that cash transactions, both receiving and paying, were fully checked. 

There were advantages and disadvantages in this method, as there are 
in most systems; the advantages, to name two only, were (1) that 
fraudulent transactions were more easily discovered and (2) that there 
was far more continuous employment of the auditors’ assistants through 
the year. Both of these advantages were important, as subsequent events 
have proved. With regard to the auditors’ assistants, they were engaged 
as students seeking to become qualified accountants ; they performed the 
mechanical work of checking under supervision and as they progressed 
became well grounded in professional knowledge. This system enabled 
the auditor to maintain a staff of assistants of about the same number 
throughout the year and, in my own experience, it has been possible to 
go through the busiest season with the regular staff only. 

The principal disadvantage of the detailed audit is that it must be 
modified to suit the needs of large business, as the cost would be too great 
if literally carried out. Auditors could, however, afford to accept lower 
fees if their staffs were employed continuously through the year. 


THE BALANCE SHEET AUDIT 


With the passage of time the idea of the balance sheet audit was 
developed ; it was said, and is still said, that the auditor is only responsible 
for his report upon the balance sheet prepared by the client. This 
seemingly correct, if superficial, view of the matter has led to the worst 
catastrophes in accounting history. Literally interpreted, it could mean 
that provided the auditor could verify or confirm what remained on the 
books at the end of the year, it would not matter very much what had 
happened during the year. 
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The use of the Balance Sheet Audit has concentrated too much work 
at the end of the fiscal year and, as many fiscal years end on December 
31 or January 31, most public accounting firms are in the market for tem- 
porary assistants at the same time. This has resulted in the employment 
of some very queer persons on very confidential work. It would not 
be right to say that all such assistants are undesirable, but, to my own 
personal knowledge, there have been some employed who knew little 
or nothing about the work they had to do and could not be taught. 

The Balance Sheet Audit might be described as a short-cut which 
sometimes becomes the long way round; it is more interesting than the 
detailed audit but has such limitations as to be decidedly dangerous 
unless accompanied by some part of a detailed check. 

Some striking examples of the limitations of the Balance Sheet Audit 
may be seen from the unpleasant results of the Ultramares, Halle and 
Steiglitz and McKesson and Robbins cases. All of these incidents might 
well be charged to the balance sheet method of audit, because a detailed 
audit carried out with intelligence could have discovered the frauds, 
where the Balance Sheet Audit might not. I shall have something more 
to say about these cases later. 


ATTITUDE oF AupITORS TOWARDS CLIENTS 

From the paper presented by Mr. Myers it is observed that the 
management is called upon to do quite a lot of work in preparing schedules 
of various kinds on worksheets prescribed by the auditor who then 
includes such schedules in his workpapers of the examination. 

The auditor also requires, even insists upon, a certificate from the 
management in regard to the inventory of merchandise and of liabilities. 
It has always been the custom for the auditor to obtain a certificate as 
to the inventory because he disclaimed any responsibility for it; but 
such certificates are still asked for although the auditor now takes a very 
great interest in the inventory, particularly since the McKesson & 
Robbins case attained such notoriety. I do not see of what value such 
a certificate is; doubtless the auditors of McKesson & Robbins obtained 
a certificate, but who would now assert that it was of any value to them? 
Auditors will go on obtaining them but they would be better advised to 
rely upon their own ability and intelligence. Dishonest management will 
certify to anything and it is against such a client that the auditor is trying 
to protect himself. I would like to see clients refuse to give such certifi- 
cates and then see what would happen. Would the auditor state that as 
the client would not certify to him he will not certify to the client ? 

Controllers should not allow themselves to be elbowed aside and made 
to fetch and carry for the auditors, although sufficient and courteous 
assistance should be given in order to expedite the work, because time 
here certainly means money. Too much responsibility is now assumed 
by auditors in preparing the balance sheet, so much so that the question 
is being asked as to whose balance sheet it is. The auditors have hit upon 
the happy idea that it is the client’s balance sheet and to make sure of 
this are opening their certificates with: “We have examined the balance 
sheet of,” which is hardly a statement of fact because the auditors, in 
most cases, prepare the balance sheets themselves. I prefer to state that 
“I have examined the accounts” and think that if the matter is ever 
decided by the Courts it will be found that the law requires the auditor 
to examine the accounts. 

If the auditor can demand a certificate as to the inventory and liabilities 
why not as to all other matters? Doubtless some kinds of management 
would be eager to comply and so each would give the other the required 
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certificates and everybody would be happy—until the Courts reviewed 
the case. “But,” says the auditor, “I do not need a certificate as to the 
cash because I can count it and all that is needed will be for the bank to 
confirm the balance.” Well! Let us see how this works out in practice. 
The auditor expects the management to furnish him with a copy of the 
bank reconciliation as at the end of the year; it is checked as to addition 
and with the bank certificate and control account. Doubtless all of 
these things were done in the case of Halle & Steiglitz, where there was 
a shortage of over $300,000 in the bank, covered up by the “kiting” of 
checks between the client’s bank accounts, in spite of the efforts of three 
firms of public accountants spread over ten years, one of the firms being 
a very large “national” group. 

The balance sheet audit broke down badly in this case, the bank certifi- 
cate was useless and the prepared reconciliation of the bank account was 
but another scrap of paper. The auditors are not discouraged, however, 
and will go on asking for certificates—perhaps one from the cashier, 
which should complete the circle. 

For those not familiar with the methods of public accountants, it may 
be as well to explain that a balance sheet audit is an analysis of general 
ledger accounts, while a detailed audit is a check of books of original 
entry leading up to the general ledger ; thus, one method works outwards 
while the other works inwards, so to say. 

Workpapers are a necessary corollary of the balance sheet audit and 
they serve two purposes: (1) to retain a record of work done and the 
results of analysis and (2) to enable the principal or partner of the 
auditing concern to check the work of assistants without having to do 
any field work himself. 


RESEARCH WorkK By ACCOUNTANTS 


A great deal of money and time is expended on research by public 
accounting bodies and by individual firms, but the profession has become 
so absorbed in matters of minor importance that, often, things of major 
importance get slight attention ; as an example, let me recite how a well- 
known firm of accountants omitted to include nearly twelve million 
dollars of funded debt of wholly-owned subsidiary companies in the 
balance sheet of the parent company, while engrossed in the absorbing 
problem of whether to classify postage stamps as cash, accounts receivable, 
or prepaid expenses. 

I have suggested to the Research Committee of the American Institute 
of Accountants that their work should be devoted mainly to the problem 
of man-power and the relation of the mass production methods of audit- 
ing to the breakdown in the profession in recent years, but the committee 
is engaged in the very earnest work of maintaining the status quo and 
such significant matters, so that we shall go on making many mistakes as 
heretofore. 

Much of the research work is done by college-professor accountants 
who, in some cases, also practice public accountancy through more or 
less qualified assistants—a strange anomaly like some others in this 
profession. 

RESPONSIBILITY OF AUDITORS 

The legal responsibilities of auditors have been defined from time to 
time by the Courts, but it is a sad commentary on the morals of the 
profession to-day when it is considered that the Ultramares case was 
resisted on the ground that the auditor did not owe any duty to a third 
party. Ultramares Corporation was not the client but an injured credi- 
tor which had suffered a loss through the alleged negligence of the 
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auditors. It seems that the auditors had good law, if bad business 
morality, on their side, but, in the end, the Supreme Court of the United 
States referred the case back for a new trial on the ground that there 
was evidence of negligence amounting to fraud. A similar case was 
that of State Street Trust Company. 

I have not heard any accountant approve the attitude of the auditors 
in the Ultramares case and it was a heavy blow to the profession. It 
is significant that the Lower Court was not called upon to rehear this 
case. 

In the Halle & Steiglitz case, the auditors repudiated responsibility for 
failing to discover the embezzlement of $300,000, but the Appellate Divi- 
sion of the New York Supreme Court was wiser than the trial judge who 
refused to allow the case to go to the jury (I wonder why?) and 
referred it back for retrial. It has not been heard of again—another 
significant fact. It is one of the most elementary practices in auditing 
to look out for check kiting and the earliest text-books mention this 
means of committing fraud as one to be watched carefully, and yet we 
have responsible firms of auditors repudiating any responsibility in such 
a case. 

As it is now, there are auditors who have repudiated responsibility 
for cash in bank, accounts receivable, accounts payable and merchandise ; 
this leaves the postage stamps secure, at any rate; they are, at least, 
properly classified and no one can be deceived by them; their honest and 
innocent faces should be a lesson to all. 

The case of McKesson & Robbins is of recent occurrence and it was 
a sad story, but more easily excusable than the Ultramares and Halle 
& Steiglitz cases, and, yet, the auditors have offered to surrender over 
half a million dollars of audit fees on condition of being released from 
further liability. This is either a very noble gesture or else a painful 
admission of weakness or, perhaps what is still more probable, a desire 
to save the profession and themselves from more unprofitable scandal 
about a subject which might be argued for a long time without a very 
definite conclusion being reached as to the auditors’ responsibility. 

The very unheroic methods now being used to avoid or limit the 
responsibility of the auditor are unwise. The public looks to the auditor 
to protect it from bad management as far as it can reasonably be done 
and no good purpose is served by trying to evade responsibility. It looks 
too much like Graziani throwing it at Mussolini and Benito promptly 
throwing it neatly back, at which the world laughs; let us hope that the 
business world is not laughing scornfully at the public accounting pro- 
fession. It is a useful and necessary profession—let us not spoil it by 
greed and arrogance. 


THE SECURITIES AND EXCHANGE COMMISSION 


This somewhat rough and ready creation of the Roosevelt Adminis- 
tration, with its swiftly changing personnel, has been harsh with the 
accounting profession, but, on the whole, public accountants have wel- 
comed it as saving them from having to make unpleasant decisions 
forced upon them by dishonest management. The case of omitting 
funded debt of wholly-owned subsidiaries was doubtless due to such 
pressure, but it cannot now be used with listed corporations. 


INTERNAL AUDIT AND PREPARED SCHEDULES 


In recent years there has been a growing tendency for auditors to 
expect clients to prepare schedules to be included in the auditor’s file. 
To me, this is doubtful practice and some day an auditor is going to be 
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misled into relying upon an innocent looking document which agrees 
in amount with the books; too many assistants will accept what looks 
to be correct on the surface. It is true that such schedules should be 
test checked, but one cannot rely upon its being done. 

Now we have the suggestion that the client should make an internal 
audit and if he retains a full record of what was done the independent 
auditor will accept the work (probably accompanied by a certificate) 
and so reduce his own work and also, perhaps, the fee. This plan is also 
full of hazard because a dishonest management will arrange it so that 
the internal audit shows up well and from honest management the 
auditor has little to fear. 

Except as to internal check, which is almost automatic with large con- 
cerns, the auditor should rely upon his own observations and not upon 
those of others; he must do his own work with honesty, ability and 
intelligence and if things go wrong the Courts will not condemn him, 
nor will his own conscience. 

It is my opinion that the work of the auditor is his own business 
entirely and management should not be too much concerned with the 
methods employed—doctors do not ask their patients what and how 
things should be done and auditors should be similarly reticent as to 
their methods. 


ARE THE PROFESSIONS DEGENERATING? 


It has become a matter for very serious concern as to whether the 
professions as a whole are not degenerating due to the mass-production 
idea and influenced by the chainstore system. Most of us have heard 
the raucous bellowing of the “Friendly Credit Dentist” on the radio and 
it is amazing that the dental profession is unable to stop this atrocious 
form of advertising. 

Then we have the medical clinics which take you in at one end and 
expel you at the other, minus most of your organs and your purse. A 
medical man used to visit his patients in their homes; he even presided 
at the entrance of babies into the world in their own homes; he was 
available at all hours of the day and night and was not too well paid. 
Now he sits in his office and lets the patients come to him. He is only 
available between 10 a.m. and 5 p.m. except when he is at the hospital, 
and if his patients are dying outside those hours they must call the 
County Medical Association and take whoever is available, or call the 
Receiving Hospital. The old type of general practitioner or family doctor 
is badly needed again—there are too many specialists. 

The legal profession seems less tainted by the mass-production idea 
than others; not many lawyers who are dead continue in practice as 
do accountants. Apart from “ambulance chasers,” the profession of law 
seems fairly clean—perhaps the Courts act as some kind of a check. 
There are a number of attorneys practising as public accountants, which 
is an anomaly and, strange to say, it is the lawyers who are complaining 
of the public accountants taking their business. 

The public accountants have developed the chain system and have also 
authorised dead men to continue in practice, to say nothing of those 
who have retired from business but still practise, strange as it may 
seem. A public accounting firm may sign a report with names of men 
who have retired from business but still practise, strange as it may 
latures will some day prohibit the practice of any profession except by 
the holder of a certificate in his own name, and at the place only where 
he resides and has his office. 
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The Emergency Supplies Plan under the 
National Security Act 


The National Security (Emergency Supplies) Regulations were 
introduced by the Commonwealth Government on March 20, 1941. The 
object of the Regulations is “to secure a sufficient supply in all parts of 
Australia of commodities essential to the life and health of the community 
in the event of any emergency arising out of the exigencies of the war 
which disturbs or dislocates, or threatens to disturb or dislocate, normal 
transport or trading facilities.” In other words, the purpose of the 
Regulations is that stocks of foodstuffs and other essential household 
commodities shall be established as reserves throughout Australia so 
that, if an emergency occurs which disrupts or interferes with internal 
transport or trading facilities, there will be a sufficient distribution of the 
commodities to supply the community until transport is reorganised and 
arrangements made to continue the normal flow of trade. 

The Regulations provide for the co-operation of the State Govern- 
ments in establishing and maintaining the emergency supplies, and enable 
the State Governments to make rules, subject to the Commonwealth 
Regulations, for such purposes. All the States have joined in with the 
Commonwealth to carry out the object of the Regulations. They have 
all framed rules and formed plans which, although differing from State 
to State according to the needs and conditions of each, have been accepted 
by the Commonwealth Government. Wide powers of requisition and 
disposition of supplies are given the administrative authorities to ensure 
that the required reserves will be established. 

The general principle followed by all States is that existing trade 
facilities shall be utilised for the distribution and storage of the 
emergency supplies, and that the reserves shall be carried, as far as 
practicable, by merchants and retailers in their own stores at their own 
expense, though there are provisions to assist traders financially and the 
interest charges on the capital represented in the goods will largely be 
the responsibility of the Commonwealth and State Governments. 
Essential features of the schemes are that normal trade practices will be 
continued with the minimum of interference, and that the goods in the 
reserves will be turned over constantly to prevent deterioration. 

The Minister for Commerce, who administers the Regulations, has 
declared the under-mentioned goods to be prescribed for the purposes 
of the Regulations. Three months’ reserves, based on the normal trade 
of the merchant or the retailer, are aimed at in general, but in some 
States smaller stocks of some goods are required because of storage 
difficulties through climatic conditions or for other reasons. Also in 
the case of some commodities merchants and retailers in some States 
are not required to establish reserves, as arrangements made by the 
manufacturers or the distributors for holding and distributing the goods 
are regarded as satisfactory. In all States the schemes are so worked 
that the goods in the reserves are being constantly turned over. As 
goods are wanted for normal trading, they are taken from the reserves 
and replaced by new purchases. In order to keep a check on the age of 
the goods, the Regulations require that the manufacturers of all prescribed 
goods shall mark on the goods or on their containers the month and the 
year in which the goods are manufactured. 
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The prescribed goods are: 


Baking Powder Self-raising Flour 

Bi-carbonate of Soda Soap 

Biscuits Sugar 

Bread Improver Tea 

Candles Tinned Fruits 

Condensed and Powdered Milk Cheese 

Cream of Tartar (or substitutes Dried Fruits 
therefor) Oatmeal (all types) 

Flour Pearl Barley 

Honey Rice 

Infant Foods Split Peas 

Invalid Foods Bacon 

Jam Butter 

Lighting Kerosene Ham 

Matches Yeast and Dried Yeast 

Salt 


Such foodstuffs as meat, vegetables and fresh fruits have not been 
prescribed as they are well distributed throughout Australia and are 
ordinarily available to most of the community. 

Some special arrangements common to all States have been made 
in respect of some commodities. For example, the Queensland Sugar 
Board is supplying sugar for three months’ reserves throughout 
Australia, and payment is not to be made until the end of the emergency, 
when the sugar goes into consumption. The Sugar Board will meet 
any interest charges necessary in financing the reserves, but it is 
indemnified by the Commonwealth Government against any other 
charges or losses. Sugar for ordinary trading purposes will be taken 
from the reserves and replaced by new purchases, which will be paid 
for in the usual way. Similarly, the principal oil companies are 
arranging to carry three months’ emergency supplies of lighting 
kerosene at their depots and agencies, which are spread widely through- 
out all settled parts of Australia. Consequently, retailers and store- 
keepers are not required to hold reserves of this commodity. Another 
special arrangement is in regard to yeast. Although this commodity 
has been listed, it is not required that reserves be established, as its 
perishable nature will not permit supplies to be carried for more than 
a few days. The purpose of including it in the list of prescribed goods 
is that there wilt be authority to arrange priority of transport for it in 
the event of an emergency. 

Although each State has a separate scheme, there is provision for 
interstate trade in building up the reserves so that there will be no 
interference with existing trade channels. Retailers who ordinarily 
obtain their supplies from wholesalers or manufacturers of an adjoining 
State can continue to ‘do so, but if the wholesalers or manufacturers 
wish to supply the goods they must register as suppliers in the State in 
which the retailers are located and become subject to the rules of that 
State in respect of emergency supplies sent to such retailers. For 
example, a wholesaler in Victoria would be registered in New South 
Wales for supplies sent to retailers in the latter State, and he would also 
be registered in Victoria for supplies sent to retailers in that State. 

The provision of reserves in Commonwealth Territories is the 
responsibility of the Commonwealth Government. The Australian 
Capital Territory has been made part of the State of New South Wales 
for the purposes of the Regulations and is being supplied under the 
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scheme operating in that State, while special arrangements are being 
made for the Northern Territory and the External Island Territories. 

Although all the State schemes conform to the general principles of 
the Commonwealth Regulations, they differ materially from one another 
in some important respects. The following brief outline giving the main 
features of each of them shows these differences : 


New South Wales 


The rules governing the scheme are the Emergency Supplies Rules 
of April 24, 1941, and they are administered by the Director of 
Emergency Supply and the Supervisor of the Emergency Supply 
Scheme, both appointed by the State Government. 

The scheme is a voluntary one, but the Rules contain power to compel 
the participation of traders if considered necessary. Manufacturers of 
prescribed goods and wholesale merchants handling the goods were 
invited to register as suppliers and to nominate retailers to whom they 
would be prepared to send the emergency goods. In nominating a 
retailer the supplier undertook the responsibility for bad debts in respect 
of the goods sent by him to the retailer. The retailers nominated were 
invited to participate in the scheme and to register as receivers. Regis- 
tration imposed an obligation on a supplier to supply emergency goods 
for the reserves, and on a receiver to store them, both to be bound by 
the rules’ regarding payment and all other phases of the scheme. Prac- 
tically all the manufacturers and wholesalers, and a very large percentage 
of retailers in the State, have registered, and steps have been taken to 
obtain the registration of the remainder, or those of them considered 
essential to the safe working of the scheme. 

Upon registration, the receiver is required to requisition on his 
ordinary suppliers for the emergency goods, the quantities being based 
on normal trading. The goods when received are paid for by the 
receiver in any way arranged between him and the suppliers, or, if he 
chooses, by special promissory notes, which must be accepted by the 
suppliers. The promissory notes are payable at the end of three months 
or renewable for similar periods during the time of the emergency. A 
supplier can hold the promissory notes himself or he can apply to the 
Director of Emergency Supply for approval to obtain an advance from his 
trading bank not exceeding the amount of the promissory notes he has 
accepted. If an advance is authorised, bank interest on the overdraft 
is payable by the Commonwealth and State Governments, and the bank 
is guaranteed by the Governments against loss in respect of the advance. 
When the retailer meets his liability under the promissory note, either 
during or at the end of the emergency period, the supplier must repay 
the bank advance. 

Freight on the goods going into reserve is paid in the usual way; and 
so also is sales tax on those commodities which are subject to the tax, 
as the property in the goods passes to the retailer through payment being 
made either by the special promissory notes or as arranged with the 
supplier. 

Storage must be provided by the retailers or merchants holding the 
reserves, and insurance of the reserves is the responsibility of the 
holder of the goods. 

Once a reserve of any of the prescribed goods is set up, the receiver 
must take supplies for ordinary trading purposes from the reserve, and 
purchase an equivalent quantity to replace them. Goods should not 
be taken from the reserves until their replacement has been arranged. 
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Replacement goods are purchased and paid for under ordinary trading 
conditions at current prices. 

In some instances, the Director of Emergency Supply has arranged 
that suppliers shall carry the reserves of some goods in certain districts, 
as it is more convenient and less expensive than to place the obligation 
on receivers. 

Victoria 

The rules are the Victorian Emergency Reserve Stocks Rules of 
April 17, 1941, and the authority appointed by the Victorian Govern- 
ment to administer the scheme is the Victorian Emergency Reserve 
Stocks Committee. 

The rules require the compulsory registration of all manufacturers 
and wholesalers in the State, and of retailers outside the metropolitan 
area who deal in the prescribed goods. The scheme at the moment does 
not contemplate the establishment of reserves in the metropolitan area 
because the State authorities consider that there is sufficient production 
of the goods in the area to provide for the people located there, and that 
satisfactory arrangements can be made for the distribution of the goods 
should an emergency arise. 

After registration retailers must send requisitions to suppliers for the 
goods needed to make up the quantities of reserves as prescribed by the 
rules, and suppliers must arrange to send the goods required. The 
property in the goods, however, does not pass to the retailers, but remains 
with the suppliers although possession is with the retailers. It is the 
responsibility of the retailers to store the goods and to maintain the 
reserves, and they are subject to supervision by local authorities 
appointed by the Committee, and by authorised suppliers’ representatives. 

As suppliers are not paid for the goods at the time the reserves are 
sent to retailers, they can apply to the Committee for financial assistance, 
and, if the application is approved, an overdraft, not exceeding the value 
of the emergency goods supplied, will be given through the supplier’s 
trading bank. The interest thereon is paid by the Commonwealth and 
State Governments, who guarantee the banks against losses in respect 
of such advances. Repayment of the advances is not required until the 
end of the emergency, or unless the quantity of the reserves is reduced 
during the period of the emergency. Goods required by the retailer for 
ordinary trading purposes after the reserves have been established must 
be taken from the reserves and replaced by new purchases which are to 
be paid for at current prices. At the end of the emergency retailers will 
absorb the reserves into their ordinary stocks and pay for them at current 
prices. 

By special arrangement with the Victorian Railways payment of rail- 
way freight is not payable until the end of the emergency, but it must be 
paid as usual on goods replacing those withdrawn from the reserves. 
Sales tax is not payable when the goods are placed in reserve, as no sale 
has been made, the property in the goods remaining with the suppliers. 
The tax is payable when the goods are withdrawn from the reserves for 
re-sale. 

Insurance of the reserves against ordinary risks is the obligation of 
the suppliers, who are required by the rules to insure all commodities 
placed in reserve on terms arranged by the Committee with the Fire 
and Accident Underwriters’ Association of Victoria. 

A feature of the Victorian scheme is that provision is made for 
retailers to voluntarily carry reserve stocks. A retailer who wishes to 
do so must give the Committee an approved guarantee that he will 
continue to keep stocks in his store to satisfy the requirements of the 
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rules. Retailers on such voluntary basis must register as receivers but 
are not subject to the part of the rules governing requisitions for goods ; 
and they must make their own arrangements for payment for the goods. 


Queensland 


The Queensland rules are the National Security (Emergency Sup- 
plies) Rules of 1941, gazetted June 6, 1941, and the administrative 
authority appointed by the State Government is the Queensland 
Emergency Supplies Committee. 

In many respects the Queensland scheme is similar to the Victorian 
scheme. Registration of all manufacturers and wholesalers in the 
State dealing in the prescribed goods is compulsory. Retailers must 
register as receivers and arrange to establish stocks of the goods, except 
in the districts of Brisbane, Cairns, Mackay, Maryborough, Rock- 
hampton and Townsville. In those places it is the duty of manufacturers 
and wholesalers to carry the reserves. When the receivers are registered 
they must requisition for the goods required to establish the reserves, and 
suppliers must arrange for the goods to be supplied. Although they are 
sent to the receivers, no payment is made for the goods and the property 
in them remains with the suppliers. The receivers are responsible for 
the storage and maintenance of the reserves, and the scheme provides 
for a system of supervision by local supply officers and by suppliers’ 
representatives. 

As suppliers are not paid for the goods when sent to the retailers, they 
can apply to the Committee for financial assistance, and if the Committee 
approves, the supplier can obtain from his bank an advance not exceed- 
ing the value of the reserves he has supplied. As in other States, the 
interest on the advances is payable by the Commonwealth and State 
Governments, who also guarantee the banks against losses in respect of 
such advances. Suppliers are not required to repay the advances until 
the end of the emergency, or unless the quantity of the reserves is reduced 
during the period of the emergency. Goods required by the retailers 
for use in the ordinary course of business must be taken from the reserve 
stocks and replaced by new purchases, which are paid for on the usual 
terms at current prices. At the end of the emergency the reserve goods 
are paid for by the retailers at current prices and absorbed into their 
ordinary stocks. 

The suppliers must arrange for the transport of the goods to receivers 
and pay the freight charges in the usual way. Sales tax is not payable 
when the goods are placed in reserve, as no sale has been made; it is 
payable when the goods are withdrawn from the reserve for resale. The 
goods in reserve may be insured, and, if a supplier desires to obtain an 
overdraft in respect of the reserves he has established, he must insure 
them in accordance with special arrangements made by the Committee 
with the insurance companies. 

As in Victoria, the rules provide that retailers may voluntarily carry 
emergency reserves. If a retailer desires to do so he must furnish the 
Committee with an approved guarantee that he will maintain the required 
stocks of goods throughout the period of the emergency. Receivers who 
operate under these conditions must make their own arrangements for 
payment for the goods. 

In Brisbane and the other places mentioned above where the emergency 
reserves are to be held by wholesalers and not by retailers, the whole- 
salers may apply to the Committee for a special overdraft to cover the 
cost of the reserves. If approved, the interest on the overdraft is paid 
by the Governments, and the banks are guaranteed by the Governments 
against loss in respect of the advances. 
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South Australia 


The rules are the National Security (Emergency Supplies) Rules 
1941, of May 7, 1941. The administrative authority appointed by the 
State Government is the South Australian Emergency Supplies 
Committee. 

The scheme requires the compulsory registration, as suppliers, of all 
wholesalers and manufacturers who supply the prescribed goods, and, 
as receivers, of all retailers outside the metropolitan area who carry on 
a business which deals in the goods. No provision is made for the 
establishment of reserve stocks by retailers in the metropolitan area, as 
it is considered sufficient stocks will be carried by wholesalers and 
manufacturers, and that satisfactory arrangements can be made for the 
distribution of the goods in the event of an emergency. 

Every receiver is required to obtain and maintain a reserve stock of 
the essential commodities, and it is the duty of suppliers to provide the 
goods on receipt of requisitions from the receivers. When the goods 
have been supplied, the retailer is liable to pay for them in accordance 
with the usual trade terms, or he may give to the supplier a special 
promissory note which is not payable until the end of the emergency. 
The supplier may, with the approval of the Committee, obtain an advance 
from his bank on the promissory note, and the interest thereon will be 
paid by the Commonwealth and State Governments, the bank being 
guaranteed by the Governments against loss in respect of the advance. 

The reserve stocks must be maintained by the receiver throughout the 
period of the emergency, and he must arrange for their storage. Goods 
required for ordinary trading purposes must be withdrawn from the 
reserves and replaced by new purchases to be paid for at current prices. 
At the end of the emergency the reserve goods are to be paid for by the 
receiver at current prices and absorbed into ordinary stocks. 

Payment of freight on the goods going into reserves is deferred until 
they are withdrawn for ordinary trading purposes. Sales tax is payable 
on the goods when they go into the reserves, as they are paid for either 
by the promissory notes or in some other manner. Insurance of the 
reserve goods will be arranged by the administrative authority. 


Western Australia 


The Western Australian rules are the Emergency Reserve Stocks 
Rules of October 31, 1941, and the administrative authority appointed by 
the State Government is the Western Australian Emergency Reserve 
Stocks Committee. 

The rules give the Committee authority to appoint any person to be 
a supplier or a receiver of prescribed goods for emergency purposes. In 
practice the registration is required of all wholesalers and manufacturers 
of the goods, and of all retailers outside of the metropolitan area. Stocks 
held by merchants in Perth are considered sufficient to meet the needs 
of that area. Suppliers are required to supply receivers with goods for 
the reserves on receipt of requisitions, and it is the duty of the receivers 
to obtain the reserves, to store them and maintain them throughout the 
period of the emergency. 

The receiver is not required to pay for the goods, and they remain 
the property of the suppliers. A system of supervision similar to that 
in some other States is provided by the appointment of local supply 
officers and suppliers’ representatives. A supplier may, with the approval 
of the Committee, obtain from his bank an advance not exceeding the 
value of the emergency commodities supplied by him. The Common- 
wealth and State Governments will pay any interest on such advances 
and will also guarantee the banks against losses in respect of them. 
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When the receiver wants goods for ordinary trading purposes he must 
withdraw them from reserve stocks and replace them by new purchases 
to be paid for at current prices. At the end of the emergency, reserve 
goods are absorbed into the receiver’s ordinary stocks and payment made 
for them at current prices. 

Arrangements have been made to defer the payment of freight on 
goods going into reserve until they are withdrawn for ordinary trading 
purposes. Sales tax is not payable until the goods are withdrawn from 
the reserves and payment made for them. The administrative authority 
will make the necessary arrangements for the insurance of the reserves 
from the date of supply. 

The scheme provides that the Committee may arrange with merchants 
to hold reserves, instead of retailers holding them. In such cases financial 
assistance may be given the merchants in the form of bank advances up 
to the value of the reserves, interest to be payable by the Governments. 


Tasmania 


The rules are the Emergency Supplies Rules dated April 30, 1941. 
The administrative authority appointed by the State Government is 
the Tasmanian Emergency Supplies Committee. 

The scheme provides for the voluntary registration of wholesale 
merchants as receivers, who are required to hold the emergency stocks, 
obtained, in most instances, on consignment from mainland manufacturers 
and wholesalers. The merchants provide storage and take all safeguards 
against damage or deterioration of the goods, which remain the property 
of the mainland suppliers. Withdrawals from reserves cannot be made 
without the approval of the Committee or until paid for. Replacements 
of stocks withdrawn are paid for under usual trade practices. 


In all States the quantities of emergency supplies to be maintained in 
the reserves are regulated by the keeping qualities of the goods. For 
example, dried fruits do not keep well in the warm climate of Queensland, 
and consequently only 6 weeks’ reserves of that commodity are specified 
for that State. Such provisions, together with the requirement that all 
goods in the reserves be constantly turned over, remove to a large extent 
the risk of losses from deterioration. It is realised, however, that losses 
might arise from this cause. If so, the various Governments concerned 
are willing to consider whether some assistance should be given to meet 
the losses. The cost of additional storage which may have to be found 
by some retailers to accommodate the reserves is another expense which 
may im some circumstances justify governmental assistance. 

An important point in most of the schemes is the possibility of retailers 
defaulting in payment to suppliers. In order to avoid such risks, suppliers 
are required to acquaint the State administrative authorities when they 
are unwilling to send reserve goods to retailers whom they consider to be 
of doubtful financial standing. The authorities will ascertain whether 
the retailers can be supplied from some other source or will make 
arrangements for the reserves to be built up elsewhere; but if it is 
considered necessary that the suppliers making the representations 
must supply the reserves to such retailers, the Governments will be 
prepared to assist in meeting any losses from the default of the retailers, 
provided that all legal means of obtaining payment are first taken. 

A matter that may need consideration is the effect of changes in the 
prices of goods in reserve. Increases would benefit the holders of the 
reserves, while reductions would be to their disadvantage. A forecast 
of the trend in prices of all the reserve goods is not possible, and if 
there are fluctuations the gains from increases may be offset by the 
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losses from reductions. Moreover, any effects of price changes may be 
regulated by action of the Commonwealth Prices Commissioner. Any 
problem from price changes can only be dealt with if and when it arises. 

It is apparent that the schemes will raise some interesting, if not 
difficult, accountancy problems. Not only will the handling of requisi- 
tions from receivers and the despatch of the reserve goods increase the 
work of the merchants supplying the goods, but in most instances it 
will be necessary to keep special accounts for the reserves. Among the 
features that will require particular attention are the requirement in 
New South Wales to renew every three months the promissory notes 
given by retailers to suppliers; the payment of deferred freight charges 
in some States; the furnishing of certificates as to stocks in those States 
where the goods remain the property of the suppliers but are spread 
throughout the States in the stores of retailers; and the effect of price 
fluctuations on the value of the reserves. 

The plan is now in operation in all States and the reserve stocks are 
steadily going into position. Traders in most States have co-operated 
with the Governments and have helped to smooth out the difficulties 
that are unavoidable in such an undertaking. Many retailers had stocks 
of sufficient quantities of some goods to meet the reserve requirements, 
thus reducing the initial quantities that had to be supplied. There have 
been difficulties in obtaining supplies of some of the prescribed goods 
because of shortages of imported materials and for other reasons, but 
these are being overcome. It is the intention that the reserves shall be 
maintained until the Governments are satisfied that the threat of an 
emergency being caused in Australia by the war is finally removed. 





Accounting Concepts in Australian Legislation. II 
By A. CLuntes Ross, F.1.C.A. 


IV. Income Tax 
1. Income as a Basis 

The conception underlying taxes based on incomes is that the efforts 
of the citizens produce an amount of goods and services under the 
guarding activities of the government. This amount is measured in 
money and, when certain allowances have been made, there is a fund 
from which a fraction is taken. Equality of sacrifice was laid down as 
a maxim of taxation by economists (by Adam Smith in particular) and 
many of the complications of income tax legislation have arisen from 
efforts to follow this maxim. 

The relevance of these principles to our main theme is that the fund, 
so far as it arises from business activities, is made up of increases in 
capital and consistency demands that each individual’s portion of the 
fund should be taxed once only. The difficulties associated with 
determining what amounts of money measure such portions may be 
admitted, but that does not affect the principle. 

As late as 1920, the N.S.W. Income Tax Act contained only 40 
sections and most of them were quite short. This has expanded to 
over 300 sections, and nearly all of the increase has been due to 
elaborations of the definition of income tax purposes. 


2. Intention as a Guide 

A person earning a pure wage or salary is not concerned with our 
fundamental distinction between income and capital; he knows what 
his income is. But a man who makes any gain as a consequence of 
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his property changing masters does want to know whether the gain is 
taxable or not. The test given in the Income Tax Acts is his intention 
at the time of acquiring the property. If he acquired it “for the purpose 
of profit-making by sale,” any success attaching to his purpose produces 
income from personal exertion. By implication, a similar success when 
the property was not acquired for that purpose is not taxable—it is given 
that curious name “capital profit.” In general every profit is an 
increase in capital and the test by intention seems to be illogical or, at 
least, open to abuse. 

The Royal Commission on Taxation avoided this particular difficulty 
by referring to an accidental or casual “profit from a transaction that does 
not form part of the ordinary business of the person who makes it.” 
The report was discussing the departure by three States (New South 
Wales, Queensland, and Tasmania) from the general principle that 
the profits which are taxable are those arising from the property actively 
used in trade. This principle takes us back to the economic concept of 
capital. 


3. Casual Profits 

A departure from a general principle usually involves the making of 
arbitrary rules—so here. If intention is to be a test of what examples 
of gain on resale are to be taxable, is it possible to estimate intentions 
or must the word of the taxpayer be taken? The three Acts mentioned 
implicitly say that the time during which the property is owned is a test: 
if the taxpayer has held the property for a certain minimt. 2 period, he 
cannot have had even an unconscious thought of reselling. In New 
South Wales and Queensland the period for real estate is seven years, 
but for personal property it is three. Tasmania replaces “seven” by a 
“four.” Any such figure is purely arbitrary. 

The departure is not entirely without a basis of equity: such profit 
is apparently not due to any éffort or good intention on the part of the 
taxpayer. It arises out of the general welfare of the community and 
the lucky man should be willing to show his gratitude by handing over 
part of his gain to the community as represented with more or less 
effectiveness by the government. 


4. Losses 

As every profit is in essence an increase in capital, so every loss is 
a decrease, and it would seem logical that the same test should apply. 
If a man’s intention was so far from success that he made a loss, 
complete fairness would require a payment to him by the taxing 
authorities! All Acts do go so far as to allow the deduction, from other 
income of the same year or of a maximum of four or three years 
according to the Act consulted, of losses that follow an intention to 
make profits. The fixing of this maximum is also arbitrary and it is 
difficult to see any justification for terminating the effect of a loss before 
it is in fact recouped out of profits. 

Those States that departed from the general principle had to face 
the problem of losses on the resale of property where intention to resell 
was not involved. They do not, however, follow the reasonable rule 
that such losses should be deductible from other incomes. For tax 
‘purposes they are deductible only from a casual profit made in the 
same income year or in the three succeeding years. Why “three” or 
any other number? 

Notice another difficulty. According to the strict wording of the 
Acts, it would appear that an individual could deduct loss on the resale 
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of an old motor car, or even of a suit of clothes. It is a wonder that 
any tax is ever paid on casual profits. Perhaps this is one reason why 
the Federal Treasurer has neyer demanded his share of the gratitude 
by asking his Parliament to pass the necessary amendments. 


5. Companies 

In the early days of income taxation, a company was looked upon 
as an individual earning its part of the tax-producing fund; it paid tax 
accordingly, and that was all. Victoria, Queensland, and Western 
Australia still contain provisions corresponding to the simple phrase 
occurring only twenty years ago in the New South Wales Act: “Nothing 
in this Act shall apply to . . . income derived from shares in a company.” 
But the other Acts endeavour to make sure that the person who receives 
part of a company’s fund shall be taxed as if the company had not been 
involved in the earning. 

The calculation of the earnings of a company is, of course, the same 
as that of a directly owned business down to the point at which they 
are distributed among individuals. The one-man owner or partnership 
is credited with the whole—no attention being paid to the conception 
that part of it is in effect a kind of wage for personal effort and part 
interest on capital invested. A company pays its employees for services 
rendered and the remainder is deemed to be its taxable fund. This 
fund is taxable under all Acts as if the company were one taxpayer. 
But then four Acts (Commonwealth, New South Wales, South Australia 
and Tasmania) introduce the complications associated with a change of 
attitude. The company is to them not only one taxpayer but also an 
assemblage of taxpayers; each part of its fund that reaches a member 
becomes, for tax purposes, a fresh fund. The three State Acts achieve 
some consistency by allowing to members rebates of (approximately) 
the amount paid out of the fund by the company. Even they, though 
they demand from the richer taxpayer the excess tax due to sliding 
rate-scales, do not hand back to the poorer one the amount the company 
paid out of its fund, which he would not otherwise have to pay. 

In November last, the rebate was abolished by the Federal Govern- 
ment and now the particular parts of the general taxable fund that are 
earned by the employees of companies are taxed twice over. This is 
not only definitely inequitable but it renders incalculable any estimation 
of the incidence of taxation as between individuals receiving parts of the 
national fund. 


6. Sliding Scales for Companies 

The maxim of Equality of Sacrifice led to the adoption of sliding 
scales for individual incomes. If a company is treated as an individual, 
should the same principle be applied to its earnings? It is hard to 
see why it should, because the company cannot itself enjoy the use of 
an income. Nevertheless, Queensland some years ago and the Common- 
wealth a year ago decided that the amount of tax should depend, not 
upon the amount of income, but upon the relation that income bears to 
“capital employed”—to use the term invented by the Federal authorities. 

We are here interested in the introduction into income tax legislation 
of the concept of capital—not as a mere touchstone for deciding whether 
or not a particular piece of increase should be taxed but as an amount 
measured in money. We find that the list of sources is first considered 
and the primary assumption is that the part of the assets provided directly 
or indirectly by members is represented by an equivalent value. This 
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assumption is then examined by reference to the list of kinds; the 
monetary label of each class is tested—not to find out whether it repre- 
sents value on any reasonable basis but to see whether any such label 
refers to capital which is “not employed” within the rules of the Act. 

These labels are often quite accidental. The Commonwealth Act, for 
example, considers with some justice that a goodwill figure, not an 
actual price but (e.g.) a capitalisation of early losses, is not employed 
capital, but other more doubtful questions arise: the “book value” of a 
machine may be profoundly influenced by variations in cost of materials 
and labour. They form no logical foundation for a profit-ratio to be 
used as a basis of taxation. 


7. Income Tax as an Expense 


The chief difference between income No. 1 for ordinary tax purposes 
and income No. 2 for profit-ratio calculations is that ordinary taxes 
payable in respect of No. 1 are deductible to arrive at No. 2. This 
raises a question that is often considered to have been settled once and 
for all, namely, whether the taxable fund should include a tax payable 
upon it—or, because we have to divide trading operations into yearly 
parts, the tax paid in respect of the previous year. 

In accounts, the fund which the proprietor considers to be a measure 
of what he can use at his own will is the balance remaining after the 
tax has been deducted. It is arguable that all taxes—income, land, and 
local—are expenses paid for the entrepreneurs’ being able to trade at all. 
Gilman? puts it that “it is only as insurance that they can be explained 
logically from the individual businessman’s viewpoint.” On this 
argument, all taxes should be deductible like any other expense. 

The only more or less satisfactory reason for this non-deductibility 
from the government standpoint is that deduction would cause more 
fluctuation in revenue than already exists from a given national income 
available for taxation. There is not very much weight in the argument, 
as can be seen by working out the variations in tax on a steady income 
of, say, £1,000 a year, taking the rate also steady at 25%. After the 
third year, there is practically no variation. Of course, if the deduction 
were allowed, the rate necessary to raise a required amount of revenue 
would have to be higher. 

There. is an undoubted inconsistency in our legislation that State 
taxes are deductible in Federal returns while Federal taxes are not 
allowed by the States. Either profit as understood by accountants is the 
taxable fund or it is not. I am inclined to think that the solution of 
that particular piece of illogicality will be that the Commonwealth will 
cancel the deductibility of State taxes, but that will be for reasons of 
politics rather than of accounts or logic—the antithesis is unfortunate.® 
This is not the place to take part in the Commonwealth versus States 
dispute. If it were, time could be given to the anomalies associated with 
the attempts to divide the operations of one enterprise into parts each 
responsible to a different State. I may, however, refer to the efforts 
of the Royal Commission on Taxation which did lead to considerable 
uniformity by the passing of fresh Acts by the States that were very 
similar to the Federal Act. The ink was scarcely dry before new 
inspirations began to create new differences. 


8. Gilman, Accounting Concepts of Profit, p. 315. 
9. Royal Commission’s First Report. 
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8. Taxes on Undistributed Profits 

A final provision of income tax legislation that is indefensible from an 
accounting standpoint is that which penalises the increasing of capital by 
retention of part of the profits. Capital, in the kinds sense, must 
increase if the business is to grow, and an obvious source is the profits 
earned. But “the heart is deceitful above all things and desperately 
wicked: who can know it?” The taxation commissioners know some- 
thing about it and they discovered that they were missing tax to which 
they were “justly” entitled by the action of wily men in not taking out 
profits and so rendering themselves liable on the amounts as private 
income. So they first persuaded the legislatures to encourage the 
distribution by private companies of two-thirds of the profit, and then 
of three-quarters—leaving what would usually be a reasonable proportion 
to provide for growth. Then revenue demands overcame what was 
reasonable and wise from a business standpoint and now all companies, 
both private and public, must distribute the whole or be penalised. 


9. Individuals or Companies 

The first Commonwealth legislation taxed only undistributed profits 
of companies, but in 1923 the present system was adopted because it was 
— expensive” and “to bring it into greater uniformity with the State 

cts,’”10 

The Commission went on to support the change because “less revenue 
would be collected” (clearly a matter of adjusting rates) and because 
it is “not, unreasonable that (shareholders) should pay something for 
these privileges (incident to incorporation).” As against that, the 
“something” varies with the income of the shareholders and is almost 
indeterminable. Later developments have made the inequities associated 
with the present system greater than ever, though the abolition of the 
rebate—indefensible except for purely revenue reasons—has reduced 
the mathematics associated with their calculation. 

It is to be hoped that, when wartime requirements are over and it is 
possible to return to justice in combining the taxation of companies 
and individual members of them, not only will the rebate provisions be 
promptly restored, but also careful consideration will be given to the 
question of returning to the earlier Act. Some States could then be 
brought into conformity. 


10. In his budget speech in September, the Federal Treasurer proposed this cancellation 
but combined it with other proposals. 


: (To be concluded) 





Cost Standards 
ANALYSIS OF OVERHEAD VARIATIONS 
By H. B. WILLIAMSON, A.I.C.A. 


The fact that, fundamentally, the most exact measures of efficiency are 
time, not value, needs little explanation ; it is an obvious truth, so obvious 
that it is rather astounding that any other method of oncost allocation 
was ever seriously considered. 

All Indirect Expense is incurred, whatever the production, only be- 
cause of effluxion of time, and, as time is also responsible for output, it is 
logically the only scientific basis for oncost absorption. 

Without the value of this element being recognised in setting up Cost 
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Standards, very little real analysis is possible, the main reason for varia- 
tions, Productive Hours, being non-existent; where, however, there is 
a system of Budgetary Control in which an hourly rate has been pre- 
determined, comparison between Actual and Standard times and Expen- 
diture is possible. 

These comparisons may, or may not, result in alterations of Standard 
rates per hour, but a clearer and closer analysis of reasons for variation 
from Standard is possible. 

The first requirement for all analysis is the ascei tainment of a Standard 
rate by which variations may be measured, and it is the basis of this 
Standard which has to be determined. 

The essentials are Normal Production and Normal Burden. 

Normal Burden rate has been variously described as rate appertaining 
to: 

(1) Average Production over a period of years. 
(2) Practical Capacity of Plant. 
(3) Capacity to make and sell. 


(1) Average Production is an unsound basis upon which to distribute 
all burden; it means an inequitable distribution of Fixed Expense. 

On the other hand, where the exigencies of the business concerned 
require a Standard Rate and comparison from period to period, they 
would utilise this method for arriving at the desired Rate. 

(2) Practical Capacity is generally considered to be in the vicinity 
of 85% of Theoretical Capacity; this latter is the theoretical output of 
the plant working over a given period under perfect conditions, no 
allowance being made for breakdown, repairs, absence of workmen, idle- 
ness, etc. The allowance of 15% is made to cover all such contingencies, 
and reveals a figure which is, in effect, “Actual Capacity to Produce.” 
It could be also termed “Normal” in contrast with Average Capacity. 

When Burden is budgeted on this basis, Fixed Expense will be 
adequately dealt with, but, as Actual Capacity may not be Actual Pro- 
ductive Hours for the particular period concerned, alteration in rate 
may be necessary to cope with Variable Expenses. 

In saying it may be necessary, there always has to be considered the 
probability that it may be better, taking into consideration the particular 
business for which Standards are being prepared, to allow all rates to 
remain unchanged from year to year for comparative purposes. This can 
be understood where production volume is constant, as, where rates are 
changed to absorb all expense, probable reasons for variation are sub- 
merged in applied oncost, the result creating, possibly, an unwarranted 
sense of false security. 

(3) Capacity to make and sell comes somewhat under the same 
category as Practical Capacity, and the two may be synonymous, all 
depending upon current demand. 

Where the main requirement of the firm is periodical absorption of all 
Overhead, this method of arriving at the rate would meet the case, but 
here again Fixed Expense requires a different treatment. 

Bearing in mind that most works are laid out for a specific purpose, 
definite productive volume, and that Fixed Expense is incurred in the 
setting-up and maintenance of the Plant, to continue, though that Plant 
shut down, it is obvious that, however Variable Expense may be disposed 
of, Practical Capacity is the only sane method for its absorption. 

A combination of Practical Capacity and either Average, or Capacity 
to Make and Sell is the solution ; and from such, a Flexible Budget may 
be compiled. 
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The Outline would be somewhat as follows: 


Budget 
194- 
Hours Expenses Type 
Practical Capacity .. .. 10,000 £725 Fixed 
Average Soph ae 8,000 £1000 Variable 


True analysis is carried vut in four phases, and the following figures 
will illustrate the method. 
Standard Normal Hours Fixed 1,000 Standard Normal Expense Fixed £125 


= = » Variable 800 8 & »  Wariable £200 

Actual Hours 832 Actual Expense £416 
Standard Hours for Actual Standard Expense for Actual 

Production 800 Production £300 


The phases to be considered are: 
(1) Idle Capacity. 
(2) Standard Variance. 
(3) Efficiency Variance. 
(4) Price Variance. 


(1) Idle Capacity consists wholly of Fixed Expense. 

This could be called Passive Expense, that is, expense that will con- 
tinue though the plant close down, incurred irrespective of production. 

On the other hand, Variable Expense may be termed Active; it con- 
sists of charges for which Active Production is directly responsible, and, 
being of this nature, must be disposed of over output, no part of it 
included as Idle Capacity. 

As there are 168 hours of Idle Time, and Fixed Expense rate is 2/6 
per hour, Idle Capacity is £21. 

(2) Variance from Standard being the difference between Actual and 
Standard hours at Standard rate, will be £12. 

(3) Utilized Capacity is Actual Expense less Idle Capacity, in this 
instance £395. 

As Standard Expense is £300, total Variance is £95. 

Efficiency Variance is computed by calculating the Efficiency Ratio; it 
will be the percentage that Actual are to Standard Hours, i.e., 104%. 

Dividing Actual Expense by this figure gives £400, representative of 
ray had full efficiency obtained. The difference is Efficiency Vari- 
ance, £16. 

(4) Included in the £400 thus ascertained is Idle Capacity £21, which 
must be deducted before arriving at Price Variance. 

The nett amount of £379, less Standard Expense for Actual Produc- 
tion gives Price Variance £79. 

The following is a typical Manufacturing Expenses Account, Costs: 


Manufacturing Expenses 





To Actual Expense £416 0 0 By Work in Process £312 0 0 

» Variance from » Idle Capacity .. 21 0 0 
Standard .. .. 12 0 0 » Efficiency Vari- 

Se be As. «e 16 0 0 

» Price Variance. 79 0 O 

0 0 


£428 0 0 £428 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a, 


REporT OF SPECIAL COMMITTEE ON TAXATION 


In the financial statement delivered on October 29, 1941, by the Hon. 
the Treasurer, the following paragraph appears: 

“It is proposed to remove the present exemption so as to provide 
that dividends received by Australian residents from companies, 
the profits of which are derived wholly or partly from outside 
Australia, shall be taxable in the hands of the recipients. I am 
prepared to set up a small committee to devise a formula to mitigate 
any hardship that may arise from double taxation.” 

On November 7, 1941, the Hon. the Treasurer made the following 
announcement in the House of Representatives : 

“In conformity with the promise made by the Government in the 
Budget statement, a committee consisting of Messrs. E. V. Nixon 
and J. A. L. Gunn, chartered accountants, and a representative of 
the Taxation Department is being appointed to examine the pro- 
posed taxation on ex-Australian incomes and to devise a formula 
to meet any cases of undue hardship. I have discussed the matter 
with the Leader of the Opposition, who agrees with these appoint- 
ments.” 

Subsequently, Mr. H. H. Trebilco, Second Commissioner of Taxation, 
was appointed as third member of the Committee and Mr. Nixon as 
chairman. 

The Committee met in Canberra on November 12, 1941, and con- 
tinued its deliberations until November 14. 

At the verbal request of the Hon. the Treasurer the Committee also 
considered whether differential treatment should be extended to dividends 
received by Australian residents from foreign companies using wasting 
assets. 

In its consideration the Committee has taken the view that “hardship” 
in connection with this subject must be regarded as meaning hardship 
relatively to the position of an Australian resident receiving a dividend 
from an Australian company. That is to say, if the proposed legislation 
places an Australian shareholder in a foreign company in no worse 
position as regards Australian taxation than an Australian shareholder 
in an Australian company, then there is no hardship which should be 
mitigated. 

From this standpoint the Committee considered the position of 
Australian shareholders receiving dividends from the following types of 
foreign companies, viz., 

Gold mining 
Other mining 
Ordinary trading and commercial. 


As regards gold mining, the Committee is of the opinion that the 
considerations which led to the exemption from income tax of gold 
mining profits and dividends resulting from operations carried on in 
Australia have no application to gold mining carried on elsewhere. 
Moreover, the gold mining industry in Australia makes a contribution 
to revenue through the Gold Tax. 

The conclusion of the Committee is that the Australian recipient of 
a dividend from a foreign gold mining company should be in no better 
position as regards taxation than the recipient of a dividend from a 
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foreign or Australian company carrying on mining for any other mineral 
or metal. we 

As regards “other mining” it is desirable first to consider the position 
applicable in the case of an Australian company. In the assessment of 
the company, special deductions are allowed in respect of capital expendi- 
ture on plant and necessary development. For example, the profit of 
a mining company for the purposes of its accounts may be £100,000, but 
the taxable income only (say) £80,000 because of the special deductions 
granted in respect of capital expenditure. Nevertheless, the whole divi- 
dend received by a shareholder from an Australian mining company 
(other than gold mining) is taxable in full without any diminution in 
respect of the wasting asset used by the company. 

It is considered that this principle is sound and that any deduction 
in respect of capital expenditure which is given to the company should 
not be extended to the shareholders. 

There is no doubt that, from a legal point of view, the whole of the 
dividend received by a shareholder in a mining company is income. 

From an equitable point of view, no action is considered necessary. 
If the whole of the surplus receipts of a year is distributed to share- 
holders as dividends then the taxation consequences of full liability 
follow. But it is within the power of the directors to order their affairs 
along the same lines as other types of companies, i.e., to set aside that 
part of the receipts which is necessary ta recoup capital either when the 
mine is exhausted or from time to time as the law permits and as occasion 
requires. In neither case would the return of capital be liable to income 
tax. These remarks apply as much to foreign as to Australian mining 
companies. 

Since the Australian shareholder in an Australian mining company 
is assessable in full without rebate in respect of any dividend he receives 
from an Australian mining company, the Committee can see no justifi- 
cation for special legislation to place an Australian shareholder in a 
foreign mining company in any better position. 

It remains to consider the position with regard to dividends from all 
types of foreign companies, including mining companies, from the aspect 
of double taxation. The alleged “double taxation” is based almost 
exclusively upon an association of the Australian tax proposed to be 
payable by the Australian shareholder on his dividend, with the ex- 
Australian taxes payable by the company on its profits. Though there 
may be cases where tax is payable abroad in respect of the dividend, 
as such, received by an Australian shareholder, such cases are considered 
to be too small and infrequent to have any real significance in this 
enquiry. 

Though the profits of Australian companies are now subjected to 
heavy Federal and State taxes, and it is proposed to increase this 
burden, the law grants to a shareholder in such a company no diminu- 
tion whatever of his dividend, in arriving at his taxation liability, in 
respect of the taxes paid or payable by the company. 

This being the case, the Committee considers that there can be no 
justification for granting to a recipient of a dividend from a foreign 
company or a company deriving foreign income any rebate in respect 
of taxes which may have been paid by that company. 

The Committee considers that the effect of the legislation should be 
that an Australian shareholder should be required to bring to account 
as assessable income only the net amount which he receives, or is entitled 
to receive, from abroad as a dividend. Where the foreign company has 
deducted any part of its tax from the dividend or the dividend itself has 
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been taxed, only the residue should be brought into the Australian 
assessable income. It is considered that if liability is limited to this net 
amount, no allegation of double taxation can be substantiated. 

It should be added that decisions of the English Courts make it clear 
that the taxation of a company on its profits and of a shareholder upon 
a dividend paid out of what remains of those profits does not constitute 
double taxation. 

In connection with the matter generally, however, the Committee is 
of the opinion that legitimate objection can be taken to the amendments 
taking effect as from July 1, 1940. Since that date, dividends have been 
declared and received with the full belief that they would not be liable 
to Australian income tax. The law has specifically stated that they would 
not be. 

There is now a vital change of policy. The Committee considers that, 
while there can be no question of the right to apply the new policy to 
the future, there are real and grave objections to the aspect of “repudia- 
tion” which is inseparable from any proposal to impose the liability 
upon dividends received at a time when the law specifically stated them 
to be exempt from taxation. The Committee considers that if the 
amendments were to take effect as from the date of the Treasurer’s 
announcement, viz., October 29, 1941, a large measure of criticism would 
be completely met. Companies and shareholders would not be caught 
in respect of actions taken in reliance upon the law as it then stood. 
Thereafter, the declaration of dividends could properly be regarded as 
having been decided upon with full knowledge of the taxation conse- 
quences. 

The recommendations of the Committee are, therefore: 

(1) That the new proposals should take effect as from October 29, 

1941. 

(2) That an Australian shareholder should be required to include as 
assessable income only the net amount which he receives, or is 
entitled to receive from abroad as a dividend. 

The Committee considers that, if these recommendations are accepted 
no relative hardship remains, either in respect of double taxation or the 
use of wasting assets by the companies paying the dividends. 

(Sgd.) EDWIN V. NIXON. 
JOHN A. L. GUNN. 
H. H. TREBILCO. 
November 14, 1941. 





New Soutu WaAtEs INcomME Tax 


Many changes have recently been made in the New South Wales 
income tax law. The Income Tax (Management) Act of 1936 has been 
replaced by a completely new Management Act, No. 48 of 1941. A new 
Rating Act has also been passed by Parliament, No. 47 of 1941. 

The Unemployment Relief and Social Services taxes have been 
officially abolished, but ordinary New South Wales income tax has been 
materially increased. Provision has been made for the collection of 
income tax by instalments along the lines adopted by the Commonwealth 
and all other States. This provision came into operation on November 
1, 1941. Unemployment Relief and Social Services taxes on income 
from employment collected between July 1, 1941, and October 31, 1941, 
inclusive, may be refunded to the taxpayer or credited against his 
liability for income tax. 
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The previous New South Wales Act provided for a statutory exemp- 
tion of— 

(a) in the case of an individual domiciled in New South Wales— 
= less £1 for every £8 by which the taxpayer’s income exceeded 
£250; 

(b) in the case of an individual not domiciled in New South Wales— 
£50 less £1 for every £8 by which the income exceeded £50. 

The statutory exemption contained in the 1936 Act does not appear 
in the new Act, No. 48 of 1941. The provisions of the present Act 
relating to exemptions are as follows: 

Section 19 (x) provides for the exemption of the income of any 
person (other than a company or a trustee) domiciled in New South 
Wales whose net income from all sources during the year of income 
does not exceed £156 or, where the person has a dependant, does not 
exceed £250. 

Section 5 defines “net income from all sources” as “the total income 
of the taxpayer less the losses or outgoings incurred in gaining or pro- 
ducing that income which would be allowable deductions if that income 
were assessable income.” Because of the decision of the High Court in 
The Commonwealth and another v. The State of Queensland and 
another (1920) 29 C.L.R. 1, it would appear that interest on Common- 
wealth loans should not be brought to account in ascertaining a tax- 
payer’s “net income from all sources.” 

The rates of tax are imposed on a taxpayer’s taxable income, but, in 
the case of individuals, are calculated with reference to his rateable 
income. “Rateable income” is defined as “the amount remaining after 
deducting from the assessable income all allowable deductions except 
allowable gifts and the concessional deductions.” 

Section 4 of the Rating Act provides that, notwithstanding anything 
contained in that Act, the amount of tax payable by any person (other 
than a company or a trustee) domiciled in New South Wales shall not 
exceed one-half of the amount by which his net income from all sources 
exceeds £156 or, where that person has a dependant, exceeds £250. This 
provision is illustrated below. 

The rates of tax payable by individuals under Act No. 47 of 1941 in 
respect of income derived during income year ended June 30, 1941 (or 
substituted accounting period), are: 


PERSONAL EXERTION INCOMES 
(a) Where the rateable income does not exceed £156 the rate is 3°5d. 
in respect of each £ of the taxpayer’s taxable income. 
Example : 
Personal exertion income of person not domiciled in New 


SIS eee a ee eee 
re ee ee a ee 5 
0, ES ee ee See 


Tax on £145 at 3-5d. in £ = £2/2/3. 
If the taxpayer had been domiciled in New South Wales, he would 
not have been liable to tax, S. 19 (x) of Management Act. 

(b) Where the rateable income exceeds £156 and does not exceed £208 


the rate is— , 
‘e , A(R— 156) X 175 
35 + C-——49000 


R = Rateable income. 





)d. in each £ of the taxable income. 











1941 





(c) 
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Example (1): 
Salary of person domiciled in New South Wales .. .. £158 
Less: Life Assurance premium .. .. iia 10 
Taxable moome .. .. 2. 22 oe 20 oe oe oe oe oe oe £148 
The rateable income is £158. — 
Rate of tax— 
(158 — 156) K 175, 
35 + ( 10,000 ) = 3-535d. 


Tax on taxable income of £148 at 3:535d. in £ = £2/3/7. 

The maximum tax payable, however, is one-half of the amount by 
which the taxpayer’s net income from all sources (£158) exceeds 
£156. The excess is £2, one-half of which is £1. £1 is therefore the 
tax payable in the above example, S. 4 of Rating Act. 

Example (2): 





Salary of person domiciled in New South Wales .. .. .. £200 
Deductions .. .. . io ae Se tee > 
I Sd he nar ih OLRG. Ga ed: Belew ee £200 
Rate of tax— 
. (200— 156) X 175, 
354+ ( 70,000 ) = 4-274. 


Tax on £200 at 4:27d. in £ = £3/11/2. 


Where the rateable income exceeds £208 and does not exceed £260 
the rate is— 
4-41 + ( ‘Sao BS jd. in each £ of taxable income. 
Example (1): 
Salary of person domiciled in New South Wales .. .. .. £250 
Wife allowance .. ..°.. . ae eee a 60 
RS ee ee ae ne 








As the taxpayer has a dependant and his net income from all 
sources did not exceed £250, he is not liable to New South Wales 
income tax, S. 19 (x) of Management Act. 
Example (2): 

Net personal exertion income of person domiciled in New 





Ee ee ee des oe el ek pa ee 
EG ee ee le Teena 60 
TE ED no. ne 0s 46 bs 0a 6 oe 00 00 Se es 
_ (256 — 208) X55 _. 
Rate = 4-41 + ( 100 ) = 681d. 


Tax on £196 at 681d. in £ = £5/11/3. 
The maximum tax payable, however, is one-half of the amount by 
which the taxpayer’s net income from all sources (£256) exceeds 
£250. The excess is £6, one-half of which is £3. £3 is, therefore, 
the tax payable in the above example, S. 4 of Rating Act. 
Example (3): 
Salary of person domiciled in New South Wales .. .. £260 
Life Assurance .. .. .. rer 20 


SEE PO EE Vig PE EET Eee 














THE AUSTRALIAN ACCOUNTANT 


Rate = 4-41 + ( fe ae zx aa. = 7-01d. 
Tax on £240 at 7-0ld. in £ = £7/0/2. 
As the taxpayer has no dependants the tax payable is £7/0/2, being 
less than one-half of the difference between £156 and £260. If the 
taxpayer had had, say, one dependant, the marginal relief provided 
by S. 4 of the Rating Act would have operated in the taxpayer’s 
favour, viz.: 





ST cen. ih hin eh oe eh 804s Oe RO, Be oe Ceca ee 
ERS LEE TPE TE Le 
IS is 5c od uu 04 eed etd Wada eee 

— 80 

CO ee ae ere 


—— 
—— 


Rate applicable to rateable income of £260 as above = 7-01d. 
Tax on £180 at 7:0ld. in £ = £5/5/2. 

One-half of the difference between £250 and £260 is £5, which is 
the amount of tax payable in the above circumstances. 


(d) Where the rateable income exceeds £260 and does not exceed £416, 


the rate is— 








7°01 + (& oom 1754 in each £ of taxable income. 
Example : 
Personal exertion income .. .. .. .. .. «+ ee ee ee +e £400 
Deduct : 
PE ee eee ae 
OES ee eee a ee eee, 
Life Assurance premium .. .. ............ 40 
ED <a e000 <0 0c 06 oF 90 50 40” Oa 
— 230 
RE ok ca wa Wh ea CO Oe 46 ob oe 4 ee 
— (400 — 260) X 175, _ 
Rate = 7:01 +. ( 10,000 ) = 9-46d. 


Tax on £170 at 9-46d. in £ = £6/14/-. 


(e) Where the rateable income exceeds £416 and does not exceed £520 


the rate is— 





9-74 + (fB “ne men! x 35) 4. in each £ of taxable income. 
Example : 
0 FA eee ee eee 
NN 6 So So Oh ax ae tel as Se Reba abies Nil 
ee 5! os os “ac chide ob os te eles os ae 
Rate of tax— 





9-74 4 (020 — 416) X 38) — 13-384, 


Tax on £520 at 13-38d. in £ = £28/19/9. 


(f£) Where the rateable income exceeds £520 and does not exceed £2,000 





the rate is— 
13-38 + ( (R — 520) 65 


10,000 


)d. in each £ of the taxable income. 
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Example: 
Personal exertion income .. .. .. .. .. .. .. .. .. £1,040 
Concessional deductions .. .. .. .. .. .. .. .. £180 
SII os hen 40 4< Ge 62. ce cs bs 48 bs 40 


| 


8 


CS DE ES ee 


Rate of tax— ics 
(1 520) X 65 
13-38 + ( 10,000 ) = 16°76d. 
Tax on £820 at 16-76d. in £ = £57/5/3. 
(g) Where the rateable income exceeds £2,000 and does not exceed 
£4,500 the rate is— 

















23 + (Renee )d. in each £ of the taxable income. 
Example : 
Rateable income from personal exertion .. .. .. .. .. £3,720 
Concessional deductions and allowable gifts .. .. .. 270 
aE EE Ee 
Rate of tax— 
23 + (S70 20M ha. in £ = 29-884. 
Tax on £3,450 at 29-88d. in £ = . . .. £42910 6 
Super tax of 1/- in £ on £1,450 bce 450 — 2,000), 
S. 5 of Rating Act .. .. .. ae + FF 
IR 6 cine es 4000594 4008: ce ee ee 2 


(h) Where the rateable income exceeds £4,500 and does not exceed 
£6,500 the rate is— 














33 + ete BS in each £ of the taxable income. 
Example: 
Rateable income from personal exertion .. . oo ae 
Allowable gifts (maximum under 1941 Act) - 100 
CO Ee ee ee 
Rate of tax— 
33 + ten) — 43d. 
Tax on £6,400 at 43d.iné= . jo Yo cw ow ERR 2S 
Super tax of 1/- in £ on £4,400 . aa ek eee 220 0 0 
TE ID cn. +40 oe ba 0s te sc cs Ge ae 8 


(i) The following example illustrates the method of ascertaining the 
rate of tax where the rateable income exceeds £6, 
Rateable income from personal exertion .. .. .. .. .. £8,100 
Concessional deduction .. ee 


Ls oe oa oe vb en en. cede 30h cee 

















(a) 


(b) 


(c) 


(d) 
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Rate of tax— 
Multiply the first 6,500 by 43 = 279,500 
Multiply the residue 
of the rateable in- 
come, viz. .. .. . 1,600 by 70 = 112,000 
8,100 Add the 
products 391,500 

















Divide the sum of the products by the rateable income, the result 


being the rate of tax in pence per £— 
391,500 — £8,100 = 48-33d. 


Tax on taxable income of £8,040 at 48-33d. in £ = £1,619 1 1 
Add super tax of 1/- in £ on £6,040 .. .. .. .. .. 302 0 0 
ee GE ED ka 8 -ds Vi Se 68 aeewe <5) Bl CC 


PrRopeRTY INCOMES 
Where the rateable income does not exceed £156 the rate is 3-5d. 
in each £ of the taxable income. The rate is the same as that 
applicable to income from personal exertion. 


Example: 
Property income of person not domiciled in New South Wales 
40 


Tax on £40 at 3°5d. in £ = 11/8. 
Where the rateable income exceeds £156 and does not exceed £208 


the rate is— 
(R — 156) X 175 
35 + (70,000 
The rates of tax in respect of rateable incomes from personal 
exertion and property between £156 and £208 are the same. 
Where the rateable income exceeds £208 and does not exceed £260 


the rate is— 


4-41 + ( (R —*) x D4. in each £ of the taxable income. 





)d. in £ of the taxable income. 





Thus in respect of rateable incomes up to £260 the rates in respect 
of personal exertion and property incomes are the same. 

Where the rateable income exceeds £260 and does not exceed 
£416 the rate is— 





7-01 + (R= 70) X24) 4 in each £ of the taxable income. 
Example : 
I NE ons ca wn 0 etki, 2a se 6b a oe Oe 
Gommpeenel Gobectioms 66. <. cs) ce cs we ee ees 6 
ND 6 o5 Sd ed ew. Sebe oe wa 66 wd, gm oy a 


————d 
= 





Res 7-014 (So ed x 24) _ 10-374. 
Tax on £170 at 10-37d. in £ = £7/6/11. 

On this range of income onwards the principle of differentiation 
is applied. As previously illustrated, if the taxpayer’s income had 
been derived from personal exertion, the tax payable would have 
been £6/14/-. 



































EC. 


ult 


lat 


1ol os 


e 








1941 THE AUSTRALIAN ACCOUNTANT 589 
(e) Where the rateable income exceeds £416 and does not exceed £520 


the rate is— 
(R — 416) X 375 
10:754 + ( 10.000 


(f) Where the rateable income exceeds £520 and does not exceed £2,000 
the rate is— 





)d. in each £ of the taxable income. 








14-654 + ( & Sy x9 )d. in each £ of the taxable income 
Example : 
Property income .. .. .. .. £2,000 
Concessional deductions . 80 
EE oe a Md Sate. | * 








Rate of tax— 
14-654 + (£2000 ee X94. = 27-9744. 
Tax on £1,920 at 27-974d. in £ = £223/15/10. 


(g) Where the rateable income exceeds £2,000 and does not exceed 
£5,250 the rate is— 














27-974 +- (Rae) x X3)q in each £ of the taxable income 
Example: 

Rateable income from property .. .. haa oe a0 Se 

Concessional deductions and allowable gifts i Ge oe oe 270 

Ts 20 on: dene MA bee aie ees eee 

Rate of tax— 

27-974 4 (3720 =f) X 3) 4 — 38-2044. 
Tax on £3,450 at 38:294d.infé=............ £550 9 6 
Super tax of 1/- in £ on £1,450 .. .. .. «. we we ee 7210 0 

PU METD an on. o4 06 06 os 40.56 60.04 Eee 


The tax payable on a taxable income from personal exertion income 

of £3,450 at the rate applicable to a rateable income of £3,720 is 
£502/0/6. 

(h) The following example illustrates the method of ascertaining the 

rate of tax where the rateable income from siteltiaih exceeds £5,250. 

Rateable income from property .. .. .. .... oe Se 

Oe ee 60 


pS ee ae 








Rate of tax— 
Multiply the first £5,250 by 47:474 = 249238°5 
Multiply the residue 

of the rateable in- 

come, viz. 2,850 by 70: = 199500- 


8,100 Add the pro- 








ducts 448738:°5 
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Divide the sum of the products by the rateable income, the result 
being the rate of tax in pence per £. 
448738°5 + 8,100 = 55-4d. 

Tax on taxable income of £8,040 at 55-4d. in £ = £1,855 18 0 

Add super tax of 1/- in £ on £6,040 . oo oe, eae © O 

Total tax payable .. .. ‘i £2,157 18 0 
The tax payable on a taxable i income from personal exertion of 
£8,040, at the rate applicable to a rateable income of £8,100, is 
£1,921/1/1. 

Composite INCOMES 

The following examples illustrate the method of ascertaining the 
tax payable in respect of a total taxable income, part thereof being 
derived from personal exertion and the remainder from property : 
Example (1): 


Personal 
Exertion Property Total 
Rateable income .. .. .. .. .. £1,000 £40 £1040 
Concessional deductions and allow- 
SNL cu ws oe ea da be oo Se -- 220 
Taxable income .. .......... £780 £40 £820 


The rate of tax applicable to a rateable income from personal 
exertion of £1,040 is: 
(1040—520) es ; 
13°38 + ( 10,000 = 16-76d. 
The rate of tax applicable to a rateable income 

from property of £1,040 is— 














14-654 + (Con XP) = 19-334d. 
Tax on £780 at 16-76d.in = ............ «. £4 9 § 
er on ee ae Pees, 0 6 TE ce oe ae 20 tao de os 4 § 
Taxable 
income £820 Tax payable £57 13 10 
Example (2): Personal 

Exertion Property Total 
Rateable income ............ 4,100 4,000 8,100 
Concessional deduction .. .... 60 — 60 
Taxable income ............ 4,040 4,000 8,040 














The rate of tax applicable to a rateable income from personal 
exertion of £8,100 is 48-33d. in £ vide previous example. 

The rate of tax applicable to a rateable income from property of 
£8,100 is 55:4d. in £ vide previous example. 





Tax on £4,040 at 48-33d. mis. wets ae ae «68 
Tax on £4,000 at 55°4d. ne ako. 2. ee ie, 86 oe 
Taxable 

EE os ic as eG beads 4O es 00a eee. 








o 


Super tax of 1/- in £ on £6,040... .. .. .. .. .. 32 O 


BONE GE NED occ 50 ce 20 cm se 06 00 sa 
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RATES OF TAX PAYABLE BY A COMPANY 


The rates of ordinary New South Wales income tax payable by a 
company are: 

Resident companies .. .. .. .. 3/- in é 
Non-resident companies .. .. 3/6 in é 

A resident company is one which is incorporated in New South Wales, 
or which, not being incorporated in New South Wales, carries on 
business in the State and has either its central management and control 
in the State or its voting power controlled by shareholders who are 
residents of the State. 

In addition, where a company, which is a resident, has not before the 
expiration of six months after the close of the year of income, distributed 
as dividends at least 50 per cent. of its taxable income of that year, it is 
liable to pay a further tax at 1/- in £ on the amount (if any) by which 
dividends paid out of that taxable income within such 6 months fall short 
of 50 per cent. of the taxable income. Both private and non-private resi- 
dent companies are liable to this additional tax, SS. 138-140 of Manage- 
ment Act. 


Example: 
Taxable income of resident non-private company .. £48,000 
Deduct: 
Half of £48,000 = .. .. .. .. .. £24,000 
Dividends paid .. .. .. .. .. .. 10,000 
——_ 34,000 
Subject to further tax under SS. 138-140 .. .. .. .. £14,000 
New South Wales income tax payable by company : 
Ordinary income tax on £48,000 at weit inf. vin wo ee 
Further tax on £14,000 at 1/- in £ . ee ae ae 700 
£7,900 








If the company were a private company it would also be liable to 
private company tax under Division 10 of Part III of the Management 
Act on its undistributed income as ascertained under that Division. A 
deduction is, however, allowed, of tax paid under S. 138, from the private 
company tax otherwise payable by the company. 


Lire AssURANCE COMPANIES 


The rate of tax payable by a mutual life assurance company on its 
taxable income is 1/6d. in £ 

The rate payable by other classes of life assurance companies is: 
(a) Upon proportion of taxable income derived from life 


assurance business distributed to policy holders .. .. 1/6d. in £ 

(b) Upon remainder of taxable income: 
Ee ea eae 
I a5 aw, 0a 0! 06 ny 00 06 a0 (Ge 


INTEREST AND DiIvipENDs Parip By Company To Non-RESIDENTS 
Tax is payable by a company in respect of: 
(a) interest paid or credited by it to any person who is a non-resident— 
(i) on money secured by debentures of the company and used in 
New South Wales, or used in acquiring assets for use or 
disposal in New South Wales; or 
(ii) on money lodged at interest in New South Wales with the 


company ; 
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(b) dividends paid by it to any non-resident person out of profits 
derived by the company from sources in New South Wales, S. 169 
of Management Act. 

The rates of tax are as follows: 

(a) if paid to an individual who is a resident of Australia— 

(i) if aggregate payments during year of income do not 


exceed £200 .. vee sys “ae o 

(ii) if aggregate payments exceed £200 . .. l/- nf 

(b) if paid to an individual who is not a resident of Australia 1/- in Zé 
(c) if paid toa company . 3/6 in £ 


N.B.—S. 169 does not apply to any interest | or r dividend paid or 
credited to a company which is carrying on business in New South 
Wales and which has a duly appointed public officer, unless the 
Commissioner otherwise directs. 


INTEREST ON BEARER DEBENTURES 
Tax is payable at 1/- in £ by a company on interest paid by it in 
respect of bearer debentures where the names and addresses of holders 
are not supplied to the Commissioner. 


CONTRIBUTIONS TO PENSION FUNDS 


Section 66 of the Commonwealth Income Tax Assessment Act which 
provides for the allowance of compulsory contributions to pension, etc., 
funds, and s. 78 (1) (b) of the same Act, which grants a deduction in 
respect of voluntary contributions to such funds, have been amended 
by the 1941 Act. 

In the case of a private company, as defined, no deduction is 
allowable in respect of so much of any sum set apart or paid as is 
attributable to the provision of retiring allowances for any person who 
is both a shareholder and an employee or director of the company if, 
in the Commissioner’s opinion, the retiring allowances, etc., are provided 
for that person as a shareholder. 

In explanation of the above amendment, the Commonwealth 
Treasurer stated that its object is to prevent advantage being taken of 
s. 66 and s. 78 (1) (b) to obtain deductions of amounts which, in form, 
are payments to a fund for the benefit of employees or directors but 
which, in substance, are appropriations of profits of the private company 
for the benefit of its shareholders. 

The Treasurer stated that it is not proposed that there shall be any 
disallowance of the deduction of contributions made by private 
companies to bona fide funds for employees or directors who are also 
shareholders in those companies. With this object in view, the 
disallowance of any contribution to employees’ provident funds 
established by private companies has been made dependent on the 
opinion of the Commissioner. A taxpayer who is dissatisfied with the 
Commissioner’s opinion has the right of reference to the Board of 
Review, s. 193. 

Section 75 (1) (compulsory contributions), and s. 87 (1) (a) (1), 
(voluntary contributions) of the New South Wales Act of 1941 go 
much further than the corresponding Commonwealth provisions. The 
New South Wales Act denies a deduction in respect of both compulsory 
and voluntary contributions of any amount so set apart or paid by a 
private company “in respect of an employee who is a director of or 
shareholder in that company” or, under s. 87 (1) (a) (i), “the 
dependants of any such employee.” Strictly, the New South Wales 
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Commissioner could refuse a deduction of a bona fide payment or 
setting apart by a private company in favour of an employee with only 
an insignificant shareholding interest in the company. It is to be hoped, 
however, that the New South Wales Act will be benevolently 
administered so as to permit a deduction of all contributions by a 
private company for the benefit of its employees as employees. 

A new sub-section (3) has been added to ss. 66 and 78 of the 
Commonwealth Act. This provides that where any taxpayer, who 
has been allowed a deduction in respect of any sum set aside or paid 
as or to a pension etc. fund, receives from that fund, during the year of 
income, a payment or other benefit which has a money value, his 
assessable income shall include that payment or the money value of that 
benefit. In support of this amendment the Commonwealth Treasurer 
pointed out that the rules governing many of the funds, to which ss. 
66 and 78 (1) (b) apply, provide that, in certain circumstances, e.g., the 
resignation or dismissal of an employee, the employee’s interest in 
the fund, or so much of the employee’s interest as is attributable to 
the contributions made by the employer to the fund in respect of that 
employee, shall be forfeited to the employer. The amendment 
accordingly provides that the value of the benefit received by the 
employer in consequence of such forfeiture shall be included in his or 
its assessable income. Similar provisions are contained in s. 75 (2) 
and s. 87 (1) (b) of the New South Wales Income Tax Management 
Act, 1941. 

NON-RESIDENT PrivATE COMPANIES 


Section 103 (2) (e) of the Commonwealth Income Tax Assessment 
Act has been amended, by the amending Act of 1941, to read as 
follows: 


“(e) a private company shall be deemed not to have made a sufficient distribution 
of its income of the year of income unless, before the expiration of six 
months after the close of that year, or, if the company is a non-resident, 
before the expiration of nine months after the close of that year it has paid 
in dividends, out of the taxable income of that year, the whole of its 
distributable income.” 

The words in italics were inserted by the 1941 Act. 

As a consequence of the above amendment, s. 104 now reads as 

follows : 
“S. 104. (1) Where a private company has not, before the expiration of six 
months after the close of the year of income, or, if the company is a non-resident, 
before the expiration of nine months after the close of that year made a sufficient 
distribution of its income of the year, the Commissioner may assess the aggregate 
additional amount of tax which would have been payable by its shareholders if 
the company had, on the last day of the year of income, paid the undistributed 
amount as a dividend to the shareholders who would have been entitled to 
receive it, and the company shall be liable to pay the tax so assessed. 

(2) Where there is more than one class of shareholders of the company, then 
for the purpose only of determining which shareholders would have been so 
entitled, dividends paid within six months after the close of the year of income, 
or, if the company ts a non-resident, within nine months after the close of that year 
out of the taxable income of tkat year shall be deemed to have been paid in the 
order in which they were actually paid, but before the last day of that year.” 

Prior to the above amendments, the effect of ss. 103 and 104, in 
conjunction with other sections of Division 7 of Part III of the Act, 
was that a private company which did not, within six months after the 
close of the year of income, distribute the whole of its distributable 
income was liable to pay the additional tax which the shareholders 
would have had to pay if the amount of the insufficient distribution 
had been distributed to its shareholders. The 1941 amendment has 
extended the period of six months to nine months in the case of a 
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non-resident private company. As pointed out in the Commonwealth 
Treasurer's Explanatory Memorandum, this extension was necessary, 
particularly in the case of private companies in the United Kingdom, 
which, owing to the present disturbed conditions, were unable, within 
the previous statutory period of six months, to comply with the 
formalities associated with the distribution of company profits. 

Moreover, the new provisions relating to non-resident private 
companies are in comformity with those relating to distributions by 
non-resident non-private companies, s. 160C (1) (a) (iii). 

The above amendments apply to income year ended June 30, 1941 
(or substituted accounting period), and subsequent years. 


War-tTIME (Company) Tax 

The War-time (Company) Tax Assessment Act 1940 has been 
amended by Act No. 56 of 1941, assented to on December 3, 1941. 
The amendments to the Principal Act are as follows: 

Definition of “income tax”: The following definition replaces the 
original definition : 

“Income tax” means the income tax imposed as such by any Act, 
but does not include: 

(a) any tax imposed by any such Act as a super-tax on part of the 
taxable income of a company, or 
(b) any tax assessed under the provisions of Part III A of the Income 
Tax Assessment Act. (Further tax on the undistributed income 
of non-private companies. ) 
By this definition, the super-tax of 1/- in £ on the taxable income in 
excess of £5,000 of a non-private company, is now clearly and 
specifically excluded as an income tax deductible from the taxable 
income to ascertain the taxable profit. It was never the intention of 
Parliament that this “super-tax” should be allowed as a deduction in 
arriving at the taxable profit, but the previous definition of “income 
tax” was apparently defective. The Commonwealth Board of Review, 
in a recent majority decision, held that the “super-tax” was an income 
tax imposed as such and was, therefore, deductible from the taxable 
income to ascertain the taxable profit subject to War-time (Company) 
Tax. The amended definition of “income tax” is retrospective to the 
financial year beginning on July 1, 1940, which is the first financial year 
to which War-time (Company) Tax applied, but by the proviso to 
s. 7 (1) of the amending Act, this amendment does not apply to the 
appellant who won his case before the Board of Review in respect 
of the disputed assessment. 

Statutory percentage: The amending Act reduces the statutory 
percentage from 8 per centum to 5 per centum and the amended rate 
first applies to assessments issued for the financial year beginning on 
July 1, 1941 (year of income 1940/41). The rate proposed in the 
Bill was 4 per centum, but the Government subsequently compromised at 
5 per centum. 

Deemed minimum capital employed: The minirnum percentage 
standard of £1,000 has been retained and for this reason, the deemed 
minimum capital employed had to be increased from £12,500 (8% of 
£12,500 = £1,000) to £20,000 (5% of £20,000= £1,000). The 
amendment first applies to assessments issued for financial year 
beginning on July 1, 1941. 

Regulations prescribing increase in statutory percentage: Section 8 
of the amending Act provides that the Board of Referees shall review 
all claims regarding an increase in the statutory percentage which it has 
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enquired into and reported upon and in view of the reduced statutory 
percentage, the Board may modify its previous recommendation for an 
increase in the statutory percentage. Any regulations giving effect to 
any such further recommendation shall not apply to the period in 
respect of which the statutory percentage was 8%. 

Duration of Act: New section 38 provides that the War-time 
(Company) Tax Assessment Act shall continue in force until six 
months after the end of the financial year during which the present 
war between His Majesty the King and Germany terminates, and no 
longer. 

Rating Act: The War-time (Company) Tax Act 1941 (No. 57 of 
1941), assented to on December 3, 1941, provides that the commencing 
rate of tax in respect of the first one per cent. of the capital employed 
by which the taxable profit exceeds the percentage standard (5%), 
shall be 6%. The rate of tax then increases by steps of 6% for each 
one per cent. of capital employed by which the taxable profit exceeds 
the percentage standard until the maximum rate of 78% is reached 
where the taxable profit is more than 16% of the capital employed. 
Under the 1940 Rating Act, the commencing rate was 4%, increasing 
by steps of 4%, until the maximum rate of 60% was reached where 
the taxable profit exceeded 22% of the capital employed. 

The schedule of the 1941 Rating Act is as follows: 


Column 1 Column 2 Column 3 Column 4 
Percentage of Rateoftax Rate of 
portion of ex- on portion of taxon 
cess to capital excess shown remainder 

employed in Column 2 of excess 
percentum percentum per centum 


Where the excess is more than one per centum 
of the capital sounre but not more than 
two per centum .. .. . 12 

Where the excess is more than two per centum 
of the capital employed but not more than 
three per centum .. .. 

Where the excess is more than ‘three per centum 
of the capital employed but not more than 
four per centum .. . 

Where the excess is more than four per centum 
of the capital employed but not more than 
five per centum .. .. 

Where the excess is more than five ‘per ‘centum 
of the capital employed but not more than 
six per centum .. ‘ 

Where the excess is more than six ‘per ‘centum 
of the capital employed but not more than 
seven per centum .. .. . 

Where the excess is more than seven per centum 
of the capital employed but not more than 
eight per centum .. .. 

Where the excess is more than ‘eight per centum 
of the capital employed but not more than 
nine per centum .. .. 

Where the excess is more than nine per centum 
of the capital employed but not more than 
ten per centum .. .. . 

Where the excess is more than ten per ‘centum 
of the capital employed but not more than 
eleven per centum .. .. . 

Where the excess is more than eleven per centum 
of the capital employed but not more than 
twelve per centum .. . idle An 

Where the excess is more than twelve per 
centum of the capital employed vs 
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HusBAND AND WIFE 


As stated at pp. 556-8 of the November issue of the journal, the 
Commonwealth Amending Income Tax Bill originally contained a 
provision to tax a husband and wife, living together, at rates applicable 
to their joint taxable incomes. 

The original proposals were dropped during the passage of the Bill 
and the following provision, new ss. 102A and 102B has been passed by 
Parliament : 

“102A. (1) Where after the twenty-ninth day of October, One 
thousand nine hundred and forty-one the wife of a taxpayer has 
acquired or acquires any property, whether directly or indirectly, as a 
result of any gift by the taxpayer made after that date or any transfer 
by him after that date without his receiving fully adequate consideration, 
and the taxable income derived by the wife during the year of income 
is in excess of Two hundred pounds, the Commissioner shall— 

(a) assess the taxpayer to pay the amount of tax which would be 
payable if the rate of tax applicable to his taxable income were 
the rate which would be applicable if there were added to his 
taxable income an amount equal to so much of the income from 
that property as is included in the taxable income of the wife; 
and 

(b) assess the wife to pay the amount of tax which would be 
payable by her if— 

(i) the rate of tax applicable to so much of the income from 
that property as is included in her taxable income were the 
same as the rate at which the taxpayer is assessed in 
accordance with the last preceding paragraph; and 

(ii) the rate of tax applicable to the remainder of her taxable 
income were the rate of tax which would be applicable to a 
taxable income equal to that remainder, 

and the taxpayer and his wife shall respectively be liable to pay the 
amounts so assessed. 

(2) For the purposes of this section, the part of the income from 
the property included in the taxable income of the wife shall be the 
amount remaining after deducting from the income from the property— 

(a) the deductions allowable under this Act from that income; 
and 

(b) where the property is a business, such amount as, in the opinion 
of the Commissioner, represents the value of any services 
rendered by her in carrying on that business. 

“102B. This Division shall continue in operation so long as the 

National Security Act 1939-1940 continues in operation and no longer.” 

Unfortunately, space does not permit of a detailed discussion of new 
s. 102A in this issue of the journal. A further note will, however, 
appear in the January, 1942, issue. 


DrvipENDS RECEIVED FROM OVERSEAS COMPANIES 


As stated in the November issue of the journal, at p. 551 et seq., the 
Amending Bill of 1941 contained provisions for the repeal of s. 44 (2) 
(a) which exempted dividends received from a company that does not 
carry on business in, or derive income from sources in, Australia, This 
amendment has become law but Parliament adopted the recommendation 
of the Committee, reported elsewhere in this issue, namely, that 
dividends received from overseas companies up to the introduction of 
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the 1941 Commonwealth Budget should not be subject to tax. Accord- 
ingly, s. 7 (2) of the Amending Act of 1941 provides that the above 
amendment shall not apply to any dividends paid, credited, or 
distributed if the dividends were declared prior to 30th October, 1941. 

Incidentally, I apologise to readers for the stupid mistake which 
appears on the second line of p. 552 of November issue of the journal— 
“1941” should, of course, have read “1940.” 


DivipENbs Pain Out oF EXEMPT EX-AUSTRALIAN PROFITS 


As stated on p. 553 of the November, 1941, issue of the journal, the 
exemption provided by s. 44 (2) (b) (i) has been removed from the 
Commonwealth Acts. Section 7 (2) of the 1941 Amending Act 
provides, however, that dividends paid, credited or distributed out of 
ex-Australian non-assessable income under the conditions laid down 
by s. 44 (2) (b) will not be assessable if the dividends were declared 
prior to 30th October, 1941. 


DivipENps Paip Out oF CAPITAL PROFITS 


The Amending Commonwealth Act of 1941 repeals the exemption 
previously granted by s. 44 (2) (b) (ii) of the Principal Act in 
respect of dividends paid out of profits arising from the sale or 
compulsory resumption for public purposes of assets not acquired for 
the purpose of resale at a profit. 

Section 7 (2) of the 1941 Act provides, however, that the above 
amendment shall not apply to any dividends paid out of profits arising 
from the sale or the compulsory resumption for public purposes of 


assets not acquired for the purpose of resale at a profit if the sale or 
resumption, as the case may be, took place prior to 30th October, 1941. 


DISTRIBUTIONS BY LIQUIDATOR 


The following subsection has been added to S. 47 of the Common- 
wealth Income Tax Assessment Act by the amending Act of 1941: 

“(3) For the purpose of this section, ‘paid up capital’ does not include the 
paid up value of shares which have been issued by the company in satisfaction 
of dividends which have been paid out of profits arising from the revaluation of 
assets not acquired for the purposes of resale at a profit but includes capital which 
has been paid up in money or by other valuable consideration and which has 
been cancelled and has not been repaid by the company to the shareholders.” 

Section 47 (1) provides that distributions to shareholders of a company 
by a liquidator shall be deemed to be dividends to the extent to which 
they represent income derived by the company “other than income which 
has been properly applied to replace a loss of paid up capital.” As 
explained in the explanatory memorandum issued with the 1941 Bill, the 
object of the words in italics is to remove any income tax liability on so 
much of the liquidator’s distribution as represents the return to the 
shareholders of the capital subscribed to the company. 

Prior to the 1941 amendment, S. 47 enabled the shareholders to escape 
income tax in those cases where the capital of the company had been 
increased, and the increase was represented by bonus shares issued out 
of profits arising from the revaluation of capital assets of the company. 
Such bonus shares are not liable to Commonwealth income tax in the 
hands of shareholders. 
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Example : 


Balance Sheet of Private Company Prior to Winding Up 
Capital and Liabilities Assets 
Capital subscribed in Asste iis J. oi 6c EE 
MN On « -- £25,000 


Dividend paid out of 
profit arising from re- 
valuation of capital 
assets satisfied by issue 
of bonus shares .. .. 5,000 


Total paid-up capital .. £30,000 
Accumulated profits .. 20,000 
Liabilities .. .. .. .. 10,000 


£60,000 


On winding up the assets realized £37,000, leaving £27,000 for distribu- 
tion to the shareholders. No part of the accumulated profits had borne 
private company tax. Prior to the 1941 amendment, no part of the 
£27,000 was liable to Commonwealth income tax in the hands of the 
shareholders, as that amount fell short of the paid-up capital of the 
company, £30,000. 
The position under the amended section is as follows: 

Distribution to shareholders .. .. .. .. «2... «- «+ «+ «+ ++ £27,000 
Paid-up capital, excluding “the paid-up value of shares which 

have been issued by the company in satisfaction of dividends 

which have been paid out of profits arising from the revalua- 

tion of assets not acquired for the purpose of resale at a 
DE a6 6 4a bo be 00 As ne 66 Oe. be Sos Gh we oe Se 





£60,000 





2,000/27,000 of distribution assessable in hands of shareholders 
as dividends representing income derived by the company .. £2,000 


It will be seen that, prior to the amendment, the capital represented by 
the bonus shares was paid-up capital which, in a liquidation, absorbed the 
accumulated trading profits that would otherwise have been assessable 
income of the shareholders. Thus, the freedom from tax offered to 
shareholders by’ S. 47, prior to the 1941 amendment, went beyond the 
restoration to them of the capital actually subscribed. By excluding the 
bonus shares from paid-up capital, this anomaly is rectified. 

New subsection (3) also provides that “paid-up capital” includes 
capital which has been paid up in money or by other valuable considera- 
tion, and which has been cancelled and has not been repaid by the com- 
pany to the shareholders. Prior to the 1941 amendment, “paid-up 
capital” did not include capital which had been cancelled owing to causes 
such as losses made during the life of the company. The amendment 
ensures that a liability for Commonwealth income tax on distributions by 
liquidators will not arise until the capital actually subscribed by the 
shareholders has been replaced. 

Section 55 of the New South Wales Income Tax Management Act, 
1941, which is the counterpart of S. 47 of the Commonwealth Act, 
exempts income which has been properly applied to replace a loss of paid- 
up capital, “which has not been created by a revaluation of assets.” 
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EXEMPTION OF CERTAIN NON-RESIDENT COMPANIES FROM 
CoMMONWEALTH TAX ON UNDISTRIBUTED INCOME 


The amending Commonwealth Income Tax Assessment Act No. 30 
of 1939 abolished the dividend rebate to non-resident companies from 
and including income year ended June 30, 1939. 

The following explanation for the denial of the rebate in respect of 
dividends paid out of Australian profits to non-resident shareholder 
companies was made by the then Commonwealth Treasurer to the House 
of Representatives : 

“Clause 3 of the Bill gives effect to the decision of the Government to 
obtain in respect of profits passing to absentee holding companies some 
greater contribution to the revenue than the flat company rate of tax 
paid by the Australian operating company on its profits. There are 
many absentee holding companies, some of which receive very sub- 
stantial dividends paid out of profits made in Australia by Australian 
companies. These dividends are assessable income in the hands of 
the holding company, but no amount of Commonwealth income tax is 
payable for the reason that the Commonwealth scheme of taxation 
allows to a company a rebate of tax at the same rate as that at which the 
dividends are assessed. The Government considers that it is not 
unreasonable to acquire these companies to contribute to the cost of 
defending this country wherein their investments are located. . . . 

Where dividends are paid by an Australian operating company through 
an absentee holding company into the hands of absentee individual share- 
holders, it is not possible to collect any tax from those individuals because 
the dividends are paid outside Australia, and the shareholders, although 
theoretically liable to tax, have no assets in Australia which could be 
levied upon for payment of the tax. Where, however, dividends are paid 
by an Australian operating company through a resident holding company 
into the hands of absentee individual shareholders, payment of the tax 
assessed on those dividends is enforceable because the dividends are 
payable in Australia and recourse may be had for payment of the tax to 
subsequent dividends payable to the shareholder. . . . 

Although the absentee individual shareholders in the absentee holding 
company continue to enjoy immunity from a direct payment of Common- 
wealth tax they will, indirectly, pay some tax through the absentee holding 
company, in that the funds available for distribution to them will be 
diminished by the amount of tax the absentee holding company will be 
obliged to pay.” 

Let us apply by example the above argument to the present circum- 
stances where ordinary Commonwealth income tax is levied on companies 
at 3s. in £. 

Example (1): 

An Australian company is owned in equal proportions directly by 50 
individual shareholders who are resident in England. It pays a dividend 
of £36,000 to these shareholders absorbing the whole of its taxable 
income. 


Tax payable by company on its taxable income 
£36,000 at 3s. in £ . cee Cee 
Tax _ oh 50 shareholders who each receive 
£720 . ; “ : 


Eaten 0 = wow + Bw 


20 
36d. 
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£720 at 36d. in £ = £108 
50 shareholders each pay £108 5,400 
Commonwealth income taxes levied 


on profit of £36,000 = £10,800 


Example (2): 

An Australian company is totally owned by an English company. The 
Australian company pays the whole of its taxable income, £36,000, to its 
shareholder. 

Tax payable by Australian iaiaitielliaieities 

at 3/-in£.... .. £5,400 
Tax payable by overseas "holding ‘company— 

£36,000 at 3/- in#£ . . 5,400 
Tax payable by shareholders of holding company Nil 


£10,800 


It will be seen that there is rough justice in the abolition of the dividend 
rebate to a non-resident holding company. The denial of the rebate in 
example (2) stands in place of the taxes payable by the individual 
shareholders in example (1). Regarding for practical purposes the 
company and its shareholders as one entity, some will pay less; some 
more, but in totality the Commonwealth Government receives just about 
its due pound of flesh, perhaps a little more. 

Unfortunately, however, the Commissioner was required by the law 
as it previously stood to out-Shylock the unfortunate hero of the 
Merchant of Venice. 

In Example (2) the overseas holding company was taxed at 3s. in £ 
on a dividend received of £36,000 paid out of profits derived from 
sources in Australia. The Act did not, however, stop there. If the 
holding company were a private company as defined, it was required to 
pay additional tax under Division 7 of Part III in respect of the whole 
or that part of the dividend so received which was not in turn distributed 
to its shareholders. 

So also, if the holding company were a non-private company, it was 
called upon to pay an additional tax at the flat rate of 2/- in £ on the 
whole or that portion of the dividend which was not demonstrated to have 
been distributed to its shareholders. 

Thus the Commonwealth Commissioner was required to levy three 
taxes on the same income. 

(a) Tax on the company which produced the profits ; 

(b) Tax on the overseas company which received the profits ; 

(c) Additional tax on the overseas company to the extent that it did 
not distribute the dividend received. 

The amending Act of 1941 contains provisions to remedy this obvious 
injustice : 

A new section, 109a, has been added to Division 7 of Part III, which 
deals with the taxation of undistributed incomes of private companies. 
The new section reads: 

“The foregoing provisions of this Division shall not apply to a private 
company which is a non-resident and does not carry on business in 
Australia by means either of a principal office or a branch.” 

A new section 160E, has also been added to Part IIIA which provides 
for the assessment of undistributed incomes of non-private companies. 
The new section reads: 
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“The foregoing provisions of this Part shall not apply to a company 
which is a non-resident and does not carry on business in Australia by 
means either of a principal office or a branch.” 

Section 30 (2) of the 1941 Act provides that the above amendments 
shall apply to all assessments for the financial year beginning on July 1, 
1940, and all subsequent years. They are thus made retrospective to 
income year ended June 30, 1940 or substituted accounting period. 

Commencing from and including income year ended June 30, 1940, 
the dividend rebate was abolished in the case of all individuals, 
whether resident or non-resident, so that in the case of private 
companies the amount of tax on undistributed income materially 
increased as from that income year. Tax on undistributed incomes of 
non-private companies was first imposed in respect of income year 


ended June 30, 1940. 





AMENDMENT TO COMMONWEALTH LAND Tax Act 1910-1940 


The Land Tax Act, No. 16 of 1940, exactly doubled the rates in force 
for the previous financial year (1939/40). 

The Act has now been amended to provide that in addition to the 
land tax payable under the above Act, a super tax be payable in respect 
of land, the taxable value of which exceeds £20,000. The super tax is 
as follows: 

(a) 20% of the amount of land tax payable, or 
(b) 1% of the excess of the taxable value over £20,000, 
whichever is the lesser amount. 

The above graduation of the super tax will have the effect that the full 
20% of the super tax will not be imposed until the taxable value reaches 
approximately £25,000. It must be remembered, that in the case of 
resident taxpayers, a statutory exemption of £5,000 is allowed to arrive 
at the taxable value, so that a land owner will have to own land of an 
unimproved value in excess of £25,000 before he will be liable to pay 
super tax. 

The super tax will apply to all assessments for the financial year 
beginning on July 1, 1941, and for each financial year thereafter. 





AMENDMENT OF COMMONWEALTH EstaTE Duty Act 1914-1940 


The Estate Duty Act, No. 13 of 1940, altered and increased the rates 
of estate duty for the first time since 1914. The 1941 rating Act provides 
for further increases in the rates in respect of dutiable estates in excess of 
£20,000. The 1940 rates continue to apply to dutiable estates not exceed- 
ing £20,000. The new rates are as follows: 

(a) Where the value for duty of the estate exceeds £20,000 but does not 
exceed £120,000—£6 per centum increasing by 2/100ths of £1 per 
centum for every complete £100 by which the value exceeds £20,000. 

(b) Where the value for duty of the estate exceeds £120,000 but is less 
than £500,000—£26 per centum increasing by 1/200th of £1 per 
centum for every complete £1,000 by which the value exceeds 
£120,000. 

(c) Where the value for duty of the estate is £500,000 or more— 
£27/18/- per centum. 

The following table compares the present and the new rates of estate 
duty : 
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Commonwealth Present 

Dutiable Rates New Rates 
Estate (1940 Act) (1941 Act) 
£10,000 3% 3% 
£20,000 6% 6% 
£30,000 7°5% 8% 
£40,000 9% 10% 
£50,000 10°5% 12% 
£75,000 14:25% 17% 

£100,000 18% 22% 

£200,000 18:5% 26°4% 

£500,000 20% 279% 

It will be seen that the increase in the rates is not substantial until the 
dutiable value of the estate reaches £100,000 and over. It must also 
be borne in mind that State death and succession duties are an allowable 
deduction in arriving at the Commonwealth dutiable estate. For 
example the dutiable value of an estate for New South Wales purposes 
of £75,000, is reduced to a Commonwealth taxable balance of £58,688, 
after allowing for the New South Wales death duty of £16,312. The 
new Commonwealth estate duty rate applicable to £58,688 is 13-72% and 
the duty £8,052, making a total of £24,364 as the combined Common- 
wealth estate and New South Wales death duties. 

The new rates will apply to the estates of deceased persons dying on 
or after the date of the commencement of the 1941 Act. 





Job Analyses and Specifications (2) 
By R. A. Hick1n, A.1.c.A. 


It is just sixty years since F. W. Taylor, foreman of a machine-shop 
in the works of the Midvale Steel Company of Philadelphia, began to 
use his stop-watch and make studies of times taken in performing 
certain repetitive tasks. From this beginning in 1881 has grown the very 
extensive use of time and motion study which is a characteristic of 
industry in the present century. 

In the previous article a preliminary discussion of the basis and objects 
of job analyses was attempted, and from that point it is now desirable to 
look more closely into methods which have found favour through long 
use in workshops,and offices in many parts of the world. 

As a result of what has already been said it may be possible to attempt 
an experimental definition of Job Analysis. 

First, it is necessary to understand that, in the previous article, as in 
the present discussion, the term “job analysis” has been used rather 
loosely. Sticklers for formal definition would say that to use the term as 
referring to anything other than a detailed statement of matters incidental 
to an individual position is to rob it of its true meaning. But there is 
more in job analysis than a mere cataloguing of circumstances surround- 
ing a position and of the qualifications required of the applicants who 
would be considered for the work. There must be research, and this is 
where certain writers err on the side of omission. Research involves 
study of motions and times, so that it is seen that Job Analysis has its 
roots in Time and Motion study. 

Bearing this in mind, we may perhaps define job analysis as “a com- 
plete statement of the conditions and requirements of a job or position, 
based on studies of motions and times and of other relevant factors.” The 
purpose of making job analyses emerges from this definition. It is to 
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discover the best ways of doing work, the time that should be taken, and 
the qualifications required in the personnel to be selected. 

We have already discussed the preliminary procedure in making time 
and motion studies, up to the point where the investigator has studied 
his notes and is ready to begin the detailed work. 

How should the workers themselves be prepared for the investigation ? 
Employees are notoriously liable to think every new thing is merely 
another attempt to get more work out of them without any additional 
compensation. It is necessary, therefore, that before embarking upon 
any such scheme as an extensive introduction of standards based on 
detailed studies of the operations, the co-operation of the workers must 
be somehow enlisted. How this may best be done is a matter that cannot 
be discussed without a knowledge of the particular circumstances. If, 
however, an employee can be found who has had experience of scientific 
management in some other plant, and this employee is in sympathy with 
the workers generally, it may be that he will be able to obtain at least 
some recognition of the possibility that the scheme may perhaps have 
worthwhile features ; even such progress as this may not be possible, and 
the investigation may have to commence under a cloud of employee dis- 
approval. The manner in which the studies are carried out will largely 
determine whether ultimate co-operation is to be expected. 

The first stage in making motion and time studies is in gathering 
material ; the next stage is criticism of the material obtained. If use has 
been made of a moving pictorial record of the operations so much the 
better; if not, the written records and notes made by the investigator 
during his preliminary enquiries will have to suffice, together with 
frequent visits to the workshop or office where the operations are 
performed. 

Little more can profitably be said here of motion study. Its aim is to 
find the best way of doing every routine task, and then to standardise 
on this method and instruct the staff accordingly. Representative 
workers will then be selected for use in the time studies. These men, 
or women, should be truly representative of the type of persons obtain- 
able ; it should be the aim to find the time taken by a normal person with 
the proper training, not by some individual more than ordinarily gifted 
for the work. Compensation rates will be set on the basis of the average 
times taken by the rank and file, working under supervision and with 
conscientious application to the job in hand. Those who have unusual 
dexterity are the fortunate members of the force, who will be able to 
earn more than their fellow-employees who have to be content with less 
conspicuous gifts. 

Doctor Taylor once wrote: “Time study for rate-setting is the means 
to attain the fundamental objects in manufacturing, of high wages and 
low labour costs.” Obviously, if this is true, accurate time studies are 
in the best interests of the working force, as well as of the management. 
High wages mean prosperity and contentment; they are the recognition 
of work well done, and in addition to the direct advantage of providing 
the worker with a greater spending power, react favourably upon his 
morale. Further, time studies properly carried out and carefully recorded 
are in themselves a contribution to industrial development, for such 
scientific control of industrial operations is fundamental in modern 
business. 

It is important that the analyst, in recording the observations made 
during his ‘preliminary survey, should also note the nature of all acces- 
sories—machines, mechanical aids, tools, power and lighting, etc.—in 
their effect upon either the worker or the operation. 

Anyone who has himself carried out routine duties, especially in an 
office, will support the statement that by far the greatest wastage of 
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time occurs by reason of interruptions. Therefore, the first thing to do 
in standardising operations and establishing the routine on the basis of 
the studies undertaken, is to make provision for enquiries and other 
interruptions to be dealt with by some member of the staff who is not 
fully engaged in routine duties. It is useless, and indeed, unfair, to 
expect a certain output from an employee who is liable at any time to be 
called off his job on to something else. It is necessary to see that this 
does not occur. 

With his notes, supported by a list of the aids, mechanical and other- 
wise, used in the performance of each task, the analyst will now turn his 
attention to the actual observation of the work being done, and, using 
a stop watch, will record the time taken for each particular operation 
performed in repetitive work. Allowing the watch to run during the 
entire series of operations, he will observe, firstly, whether the speed 
at which the worker goes through the motions is consistent throughout, 
or whether there is any marked variation which would indicate that the 
operative is either deliberately working below capacity, or alternatively, 
by making a special effort at certain times, and failing at other times to 
rise to his own standard, he is wasting both his own and the analyst’s 
time by trying to set. an unattainable standard. The experienced inves- 
tigator will soon be able to tell whether the man before him is making a 
real test or not. If his observations indicate that the subject of the study 
is nervous, and therefore erratic in his movements, he should either 
endeavour to calm the man, or obtain another worker for his test. 
Ideally, the study should be conducted at various times, say early morn- 
ing, midday, and late afternoon, to determine what effect fatigue has 
upon the speed of operation; and, to have a representative test, at least 
two workers should be required to perform the operations under the 
eyes of the analyst. When all the times have been recorded on observa- 
tion cards or sheets, the results should be compared and any obvious 
errors or “freaks” eliminated before averaging the remainder. 

It will usually be found that existing records of actual times taken in 
carrying out some of the operations studies will be of value in determining 
whether the information gained from the tests is really correct or not. If 
a rough check of this kind reveals any great variations it will be necessary 
to examine the notes of the studies made to ascertain whether they have 
been correctly recorded. If the variations persist a re-check must be 
made of the times taken to confirm or disprove the observations already 
made. 

The observations will then be recorded in a suitable manner so that 
they will form a permanent record of the times taken for each operation 
or part of an operation. From this record, which will include also a 
description of the motions to be standardised, will be compiled the 
specifications for each particular job in the office or works. 

The first step in making up such specifications is to group all similar 
work, to ensure that the best use is made of training and experience 
which fits an operative for special work. This is called a Job Classifica- 
tion, and its value is immediately apparent. The next step is to write 
out a Job Analysis for each position, so that there may be a complete 
record of everything incidental to such positions. 

It may be desirable to refer to the definition of Job Analysis attempted 
in the preceding article ; there it was defined as: verbally, the investigation 
of conditions and methods incidental to an operation or group of opera- 
tions; substantivally, the statement of the results of such an investiga- 
tion. In view of what has already been written in explanation it is hoped 
this definition is intelligible ; it provides a starting point from which our 
final discussion may proceed. 
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One important benefit that job analyses bring to an enterprise results 
from the’ ascertainment of the similarity between operations, and the 
data that is thus provided for establishing a procedure for promotions. 
It is very likely that the investigator would discover a certain logical 
order that could advantageously be followed in the placement of em- 
ployees in different departments or at different machines, resulting in 
their acquiring a sound and progressive training in every aspect of the 
work. Such an established procedure would give employees with 
ambition something tangible to work for, and some evidence, step by 
step, of their achievement. 

“This work stands uniquely at the vital cross-roads where technical 
and personnel factors and influences meet and interpenetrate.”! Such a 
statement is no exaggeration. It is an estimate of the value of job 
analysis after an extensive experience, and its authors stand high in the 
list of personnel leaders in the United States. From such a statement it 
follows that properly conducted job analysis has an important contribu- 
tion to make not only to successful management, but to the solution of 
vital personnel problems. 

What is the content of a job analysis? 

First, there must be description of the actual work. This will follow 
the lines indicated by the requirements of the work. Complicated opera- 
tions mean that a carefully detailed statement must be prepared to give a 
full explanation ; where the work is simpler a less elaborate explanation 
would suffice. The statement should include any relevant remarks as to 
the relation of the operation with any other operations, if such a relation 
exists. 

Secondly, machines and mechanical aids must be described. What is 
the nature of the machine? Its speed? How powered? How much 
attention does it require? These and other questions must be answered. 
Similarly, the tools needed must be described and listed. Equipment, 
such as special clothing, respirators, masks, etc., should also be listed. 
Does the worker or the employer provide the latter items? 

Thirdly, there must be a thorough analysis of the motions to be fol- 
lowed in the performance of the work. Enough has already been said 
of this to justify only its bare mention at this stage. 

Fourthly, the results of the time studies should be clearly set down. 
Then the basis of payment, and the rates, established either on the day 
or piece basis. There should be an indication of the minimum and 
maximum wages possible under the system of remuneration. The mini- 
mum will be calculated in such a way as to satisfy industrial awards 
applying to the particular work. 

What records, if any, will the worker be required to keep? A full 
description of these should be included in the analysis. 

What written memoranda, formulae, instructions, etc., are available 
to the workers? In the case of engineering workshops these will usually 
include plans or blue-prints, while in offices and in factories processing 
repetitive goods there will be a manual of standard instructions from 
which the employee may learn the details of his duties. In the accounting 
or statistical section of most concerns there will be some record, often 
in book form, which will define the scope of each individual’s duties and 
explain how the work is to be done. 

There are two further matters that invite consideration in a job analy- 
sis. How does the particular work fit in with the rest of the operations 
performed in the office or workshop? Secondly, how does the work 
affect the health of the worker? This is a major consideration, for 
apart from the moral obligation on the employer to look after the health 


1. p. 287, Personnel Administration, by Tead and Metcalf, McGraw Hill. 
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of his workpeople, there is the possibility that in the event of trouble 
occurring he will find himself in an exceedingly difficult position if he 
has not taken all reasonable precautions to safeguard the health of the 
men and women on his payroll. Accordingly any equipment that can 
be provided to minimise the harmful effects of dust, damp, or other dan- 
gerous conditions, must be purchased and installed. 

The Committee appointed by the Chicago Council of the National 
Association of Personnel Managers some years ago, indicated, in its 
report, certain working conditions and hazards which will repay the 
close study of Australian management generally. These were: 


Ventilation Accident Hazard 
Temperature Health Hazard 
Illumination Posture 
Cleanliness Fatigue 

Physical Layout Strain 

General Surroundings Distractions 
Fire Hazard Monotony 


If all these can be taken care of when planning the actual layout of 
the works, or office, and in arranging working hours and conditions, 
then a big step will have been taken towards realisation of one of the 
aims of every modern business ; namely, to have a healthy and contented 
working force. 

The Analyst Himself 


The reader will doubtless have formed, by this time, a certain con- 
ception of the necessary equipment of the analyst. In this work, 
supremely, tact and friendliness are needed if any success is to be 
achieved. It may be that the employment of an outside consultant is 
deemed desirable, a method which has definite advantages. He can 
appraise the situation without bias, and make a report that will not be 
coloured by any personal prejudices. On the other hand, if there is an 
employment officer he is the logical man to be assigned the task of making 
the analysis, with the assistance of the departmental heads and foremen. 
Generally, it might be said that where there is disharmony, the right 
choice is the outside man, provided one with the proper qualifications is 
available; where the work is done in a spirit of co-operation, however, 
the inside man, with his knowledge both of the work and the staff, cannot 
be bettered. 

Employment Specifications 


One of the most valuable products of the job analysis is the details that 
enable a complete Employment Specification to be drawn up for every 
position to be filled from time to time. This will be the Job Analysis in 
another form, and written with a view to its use as a means of ascertain- 
ing the suitability or otherwise of applicants for employment. 

Tead and Metcalf, in their book Personnel Administration, give a list 
of the kinds of information usually looked for in an Employment Speci- 
fication. Reduced to the form of a summary, which may be expanded 
as necessity indicates, these are: 

A. Qualifications Necessary in Worker: 
1. Physical Qualifications. 
2. Mental Qualifications. 
B. Nature of Work. 
C. Conditions of Work. 
D. Length of Time to Learn. 
E. Rapidity of Advancement and chance for promotion. 
F. Terms of Employment. 
G. Methods of Measuring Individual Progress at the Job. 
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As a skeleton, such a classification can hardly be bettered. Using such 
a list as a basis, a complete specification could be made for any position, 
provided the research into the matters mentioned in this article had 
first been carried out. Wiat is essential in job analyses is that they 
should be complete, should be based upon proven data, and be used as 
the basis of training methods and general welfare and personnel work 
within the organisation. 





Book Review 


Indorsements Correct and Incorrect, Henry Young, The State Savings 
Bank of Victoria Officers’ Association, Melbourne, 1941. Pages 48. 
Price 1/6. 


The question of indorsements on cheques bristles with difficulties and 
uncertainties. Mr. Young’s book is a thorough consideration of the 
whole question. It covers the points which arise in connection with 
indorsements by individuals when courtesy and descriptive titles are used, 
by joint payees, by firms, partnerships, joint stock companies, executors, 
administrators, trustees, liquidators, official and fiduciary payees, and 
by fictitious, impersonal and non-existing payees. 

No less than 600 forms of correct and incorrect indorsement are dealt 
with in the little volume. 

The book should be extremely valuable to everyone concerned with 
the drawing, handling and paying of cheques, and nowadays that 
includes almost everyone in the community. 

A.A.F. 





Correspondence 


THE Late E. A. Pyke 
The Editor, The Australian Accountant 
Sir, 

To-day I have received advice of the death of Mr. E. A. Pyke, so well 
known to us all. 

May I crave permission through your columns, as one of his old pupils, 
to pay my homage to him as a very great man in Accountancy circles and 
his own sphere of service to all. 

Not only as an outstanding Accountancy coach do we revere his 
memory, but as a man, who instilled in the minds of his pupils a high 
regard for thoroughness, conscientiousness and uprightness in all that 
mattered in the business of life. He always played the game, and never 
failed to give of his best in the interests of the profession. To the students 
of accountancy, and those with their feet on the first steps of the ladder, 
his inestimable help and incentive to work, will be sadly missed. To us 
older folk, we not only mourn an authority, but a loved friend. 


Yours faithfully, 


CECIL A. E. SULLIVAN. 
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Arrangement of Volumes of the ‘Australian 
Accountant”’ 


Until January, 1941, the Australian Accountant was published in six 
monthly parts, comprising one volume each half year. Volume X 
concluded with the issue of January, i941. 

In the interests of paper economy, during the last year or so, the 
average number of pages in each monthly issue has been greatly 
reduced, partly by cutting down the amount of material, and partly by 
increasing the number of words to each page. 

It has been thought that the binding of the issues in the new size for 
one year would not make a too bulky volume, and Volume XI, which 
commenced with the February, 1941 issue, has, therefore, been continued 
up to the present issue. 

The opportunity has also been taken to bring the concluding issue of 
each volume into line with the calendar year. Volume XI, therefore, 
concludes with the current issue, and an Index to the volume is con- 
tained in this issue. 

Volume XII will commence with the January, 1942 issue, and will 
conclude with the December, 1942 issue. 


The Australian Accountant is published on the 15th of each month. Contributions, 
correspondence, etc., intended for publication should reach the Editor not later than 
the 22nd day of the month preceding publication. 


Contributions which are regarded as unsuitable for publication will be returned 
to the sender, but no responsibility can be accepted by the Editor. 


Books and periodicals for review should be sent to the Editor. 


Correspondence must be accompanied, as a guarantee of good faith, by the name 
and address of the writer, not necessarily for publication. 


Inquiries regarding advertisements should be addressed to the Advertising 
Manager. ‘ 


Editorial Staff: 
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440 Lit. Collins St., Melbourne. 
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8 Bond St., Sydney. 


Assistant Editor and Students’ Section .. .. O. R. MacDOona_p, A.1.C.A., 
37 Queen St., Melbourne. 


N.S.W. Representative .. .. .. .. .. .. P. E. Wintsnre, a.t.c.a., 
Room 618, Australia House, 
32 Carrington St., Sydney. 
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